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Date 23 May 1996 / 

To The Hon. William X Perry ^ 

The Hon. Malcobn L. Riflkind 

Mr. CarlBildt 

Mr. Richard C. Holbrooke 
From Maja Banck, Executive Secretary 

About : Bilderberg conference: ^ 

Your sessions on Friday May 3 1 1996 



Lord Carrington would like to discuss the procedure at your sessions with 
you and invite you to a breakfast meeting on Friday, May 3 1, at 7:30 a.m. 

A table will be reserved for you in The Music Room at the CIBC Centre. 
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23 May 1996 

The Hon. WiUiam J. Pero^ 
1.703.697.9080 

Maja Banck, Executive Secnfaiy 

1659 

1996 conferentie 
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/ , 

Februaiy 9t 1996 K'^.' 

The Honorable WUIiam J. I^ziy 

Secretaiy of Defense 

The F^tagoD. Room 3E944 

Washington, D.C. 20301-1000 
FAX: (703) 697-7381 

Dear Mr. Secretaxy: 

I am delighted to hear from Veroon Jordan that you may be able to join us at the next 
Bilderbci:g Meeting to be held outade of Toronto, Canada on the evening of May 30 through 
lunch on Sunday, June 2, 1996, Mdba Boling, in your office, indicated that you might be 
available for dinner on the 30tb and the morning <^ the 3 Ist 

May I suggest that you join us for dinner and then address the confenmce participants 
first thing on the 3 1st. 1 would be glad to work with your staff in identifying a topic for your 
lemaiks which fits comfortably into the agenda of the conference which will be focused on the 
political, economic, and security issues confinnting the Atlantic community. 

I am attaching a provisional list of attendees for your information. I would be pleased to 
respond to any questions you or your staff might have. I can be reached at Georgetown 
University at (202) 687-6279, 

It will, of course, be a personal pleasure for me to see your again and to welcome you to 
Bilderberg. 



John c WhSWioBd. PwUont 
Caain^ A. KtaA SBcrBOvy 
James D. Wctte w ohn. rrassunsr 
HonfyA.Kis«irtger 

David ftocKfiteUar 



Sincerely, 



CasimirA. Yost 
Honorary Secretaxy General 
for the United States 



Attachment 



B^i^5O*SEWMEe^^lGSWBrnatklr■IS^•a^^09Ceftf^^ 
Vkto HatowiudL Honofaiy Saci«afy Cwiafii te EuR*M 

HHmar Koppar RNLANO: Jaakto liemiami: FRANCE AraM Lfcri*ig, TWerry da Montbrfat; 0«EEC& CottTSrwKJwS^ o^ftZS-Smu> 

iPyr'^y^^^^ SWTTZERLAND: Dawxl da Pgnr TURKEY; fiatahallin Bayazlt: UNITED KJNGDOM: Andtw Kntohf J. Martin imAor UNITED STATS' 

i^SHf^i^Sl^r.^;^: V. Gantnar. Jr, Henry A Kltainoar. ^ ShgWgrwi John C , Wrmmfi, Jamas 0 jSw^STpauTwi^^ 
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TurauiubCmdii 

LIST OF INVITEES 
STATUS 31 JiDury 1996 



Canrnfloo, Peter 



Fonnor Chousuu of rhe Besf^ Cluiftie^ lotv^ 
Former Stcreuuy Otaeral, NATO 



Booomry Sfer«<anr Gencrtl for Svropi ttd Cmda 



'* HalbcntedttViolar 
Bgoftrwar 8wntM7 General fiu' U&A. 
YoiUCMimirA. 

AUSnUA 

Kothbttier^Mn 
* VniniUJVfFrettz 

♦J 

** DnvigmEtiraie 
Dtbaea^JeoRloe 

Pbilippe,H,KaFrin6e 
CANADA 

HiGk,CoandM. 

Flo«I.A.L 
Oodieb.AUaaB. 
** Gnfl3a,Afithm70.5. 

+4 

CZECH BEPUBLIC 
+ 1 



Mbsior ef PubUe Wmaai^Uidn uilvinity 



Director, Imtitute for Stu4y of ZTiplomacy, Sebedl of Foraiga 
Scrvkoi CeoiietowD Unveni^; WnUagton 



DqTuty Ctuiin9»n» CredHttMltiBiiiknniB 
Federal Qu&cellor 



Executive Chdmus, SoeiM OMnle dD;|eUque; Fooiur Vioe 
Qtainam of AaCmmriitiflii rf^ ^uf^jiy^w (Vw n nmi^ j^ 
Prime Minister 

ChBttnua, AlttuniKMet^ 



Cl»jmuut,:The Telegiapli ple^ ii..- l;^;.-. 
Cboi;iDiii,'Power Cocporition gfCttUdaW-l. 
Executive Directv, BudMfl Of 
CheifTBei^ Cenedien Impepei ftwik ^^C ^ i i' iii i i ti ve 
Fomer Anbonidor to the XAdlid Ststei of Aomitt 
Rbflortry Qudnnsn end Direelor, OuardiM 
Prfaae MtttHter of Oaterio 



* "iBvftedlnitoot^Reoepted 

*• ■BCCBptaiW? 

T "tentetive 
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91Jtitiillfyl996 
UENAfARK 

^ SgidwifmlBn,Ta|cr 
^lottt«ftfaefoUowiiis3 

FINLAND 

jQoniem2,Ji«kko 

+2 

** Uvy-lMg, Aadrt 

Bcnmai.CMiiopb 

CsTtelliflaUiijeb 
Hby«r.Wfln]er 

+1 

GREECK 

** CvrUfCoitft 

+ 1 
HUNGARY 

ICELAND 

• OddMooiDBvid 

INTEBNATIONAL 



Cbairmw eftba Board pfDiiwUn, The DsniA OU ft G» 
vooioitiuai 

Editor in Qii< FolitOcoa A/S 



Oevnsw; CentraJ Bank 

MRnberofPidisaMDt 

MantBrofFnm 



Mtttftging Dtroetor, Ctatrt ibr Fmb Bunoflyi md Policy 
8tiidioiiFonBgAidiBwado r lBlteUttii«i$totf/^B^fff 



ChoifTQoq of tbe Board of Mnmpuo^ BnqiM P«ibu 
Dire^. Fimidi ImtitotQ of ]sMuUoad RslfltioBi; fkoftoor of 



Diplonutic CofrespoQdBDt^ Dli Zelt; PomurDinQ»r 



Motnbflr of the Botti DpnticteBiiik A.O. 
SBcretaiyGeoenlFDP 

Ouirmn of the Bosrd of MsBaganem, Diiiiilcr<£eax AC 
Prime Miniftcr of Lower Smoaii 
CEO, BASF AktieqgBNMwf^ . 
CbdnnniodCBOorOtipWclffGnbB 



JKnetor ef Cooq^siuei . 
^finistor of -T^wj^oit oad CoBniyuiicBtiaai 



•V. 



PrandBot, Nittonof Bvdk of Hnngavy 
PrifittMiiKltBr 

EC M«diator. IsteraatigaQ} Coofooioe oaFarDer YVvoslAvU 
2 
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* Bndc»H«divBiidea 
** JEataiMmm»Mw 

* Mtet^Ksntvui 
IRELAND 

♦ I 
ITALY 

Agnelli. OiovBnai 
AfnoUi.Umb«io 
BanuM, Franco 
ViJttTOi^VoItcr 

ITALY/lmiCRNATIONAL 



LUXEMBURG 

THENETHERLANDa 
** fi«jg9l,&QitRvaaikr 



Co m mittio o rt Btfopean CoBBBittitiw 
Fornor Seofttny OMnrsl, Action ComnuM 
IMbst, EuropeftA UoWttiify iDithuta 
Commitiioim, Buropeatt Cmnmttid 
CoQunlukuur, Eun^^pto CoramuQitia 
Preikittt^ World £0QBomj« Fonra 



CbfttTM ind Mimttfiiis Diiwtv, GoMa^ 
Forawr DMor 0«oml. Worid Tndv Oqiv^^ 



Chamnaa IFEL 

A^Bgbis OiroctoTMd CBO,EDtBNsxioa«leUragaM 
Editor, LIW 



Director QflMntl. World Trade Orisnlatipn; Fomier Bxeoutive 
Vwe^amu of Cbv loterottb&il Adviioiy Be»4, Fist $.f A; 
^oamr Mantar of TMd 



Fi^ide&i DiiKteur Otooreli CLT 



Emeritut Profoiar anatEnntiosa] RMooi, loidea Unlvoiity; 
Fom»r Hooonoy Secntay Ofloent of BIldiriMrs M«^^ 

" BoIkestein,Ajts ParlimttetttttyLeoderWD 

K0rte«i«. Fitter PwtidottMdCEO.RobeooOwopiHbBoniyftwwrer 

Bilderbni Me6t«a 

T^aiBrlmdt,HirMq}Myd»QBeaQQfttie 
^ TMMA,Usau ClttinnBiioftbeBo8iiUDaeverK.V. 

NORWAY 



,t..- ' 



** Jflglond, Torf^lom 
** FtteMOkJtti 

POLAND 

** OtedKWtfslQ^Andrsql 

PORTUGAL 

B«lieD8o,FhBieiieoPimo 



AnodiBOB 



NonvegumShipowBan' 
Qialn&aa', Ubeur Pir^ 



Ml. 



Gbaimim cf ll« Sopcrviiocy Botfd, Bii^ 
Wmrbmm S A; FocuMr MlnbtBrftr ForejfB Aflliin 



Proftssor ofCommuflfortiott Sftoei NowillBlvanBfy, Uiboti; 
CboiRriott, $<gonMl Nri; Ftattv Prim 
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SPAIN 



Ruiz Oall vita, Alberto 



SWKUBN 

** B8ra«vik.Feny 

SWITZERLAND 



Cotti^Fkvip 



— SooDin^Comilio 
TUKXEY 

+2 

UNITED KINGDOM 



«» 

4« 



Job,P«ter 
Kaii^Aodraw 

Roll, Eric 
TiorJor.J.Marti& 

Akxnder.Bob 

Cook, Robin 
Rifldod^Moleoiffl 



UNItKD STATES 



AlUire^paulA 

Bjyon, JohnH. 

Bundy^WiUimaP. 

ConiiMpJoiiS. 

Feld8tein.M«tln8. 
Fisdier, Stsnleiy 
DoQoldFitei 
Oervtner, Jr., I^ouii V. 



FriiDoK&uscer 
TV/ouRud»t 



Chomnmi «nd Ocoval Mimafv, Ibetfoqwste 
Prwidoot of ibd QovcnmMtt of Msdrid 

Mioittor ibr Foni^ Afliiif 



P^ideot and CUtf 6>mnt)ve Offiov, ^ 

MCBdMT of P&CUflRNnt 

InvtttorAB 



Mminsr 1^ Foreiga Aflnn 

Cbainqgiv BBC Bim BomiUi andCOiChilna^ 
BraMoBovorl Ofohp 

hcridni btamBtlQad Conniittw ofthiiUd Cran 



Directer 0f Componist 



Chief EKORJtive. Rndsn Holdiog PIC 
NooBnocuUvv DiiMtor, Nowi CotponiUon 

Sttlor Adviser, SBC WartHOB 



Cbsinnan, Nfitiooa! WeAQimter Bonk PLC ^ 
$hodow Foiel|Q SeoralKy 
DifsoieSMnttuy 



■*.'.'t:f : 



Chnjrmttn , Xerox CotpontiQo ,. 
Choinnsn, Ajefasr«Diniel9.Mtdland Conmuy 
CbeimiM aad CEO, Sm Lm Cdnoivtioo 
FonDflrSditer, PorHp AfROm > 

&njor Perftw and Cbainaan. OoMmea S«to 
CbiiizinQa, Chrysler CorponttioQ 

Pmident, Netionol Buiesu of Booooob RewtBcb 

Pim Deputy Menoging Dimtor. Itomstiano^ 
Choinnan muj CEO» CatoJpiUsr.&ic. 

Oieinnafi, IBM CnporstioB 
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0"FiCZ CF THE 
9 May 1996 SECRETARY Or CEFEMSE 

The Hon. WilUam J. Perry 
1.703.697 9080 

Maja Banck, Executive Secretary 
1375 

Agenda Toronto Conference 
1 



Annexed is the preliminaiy agenda for the forthcoming Bilderberg Meeting, 
near Toronto, May 30-June 2, 1996. 

Early next week the ciment list of participants and four background papers 
will be mailed to you. 
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STATUS REPORT ON IHE ALLIANCE 



FOBMER YUGOSLAVIA 



BILDERBERG MEETINGS 

OBC Centre, King Citjr, nearTcHonfo, Csmiuii^ 
May30-Juiie2^l996 

PRELIMINARY AGENDA 

SPEAKERS 
William J. Ftey[l^ 



>5 



o 



RUSSIA: POLITICAL FORCES AND ECONOMIC 
PROSPECTS 

EUROPE: THE POLHICS OF EU ENLARGEMEOT 



HAS EUROPE'S ECONOMT RUN OUT OFSTEAM? 
THE US AGENDA 

ARE THERE UMTTS TO GLOBALEZATIQNT 

^VHERE IS CHINA GOING? 

WTO AND WORLD BANK: BRIEFING 
CURRENT EVENTS 



C8tiBfld({S] 

Ridiand C. HoIbcDoke [US] 

Andcfs Ashittd [S], tMdkgnwnd paper 
FnnizVraiiil^[A] 

TimoCfay Gartoa Ash [GB], background pqxr 

PlccreLcflpocfie [F] 

GydisrSacfasalHI 

PaxyBaiiKvik[S] 
UlikliCaildIiai[P| 

PaDlAGieot[US] 
GeoiBB Stj^faanopQidos [US] 



Martin S. Fddstda [US] 
loha Monks [GB] 

Sylins Osby [an4]» badf^nnn) paptx 

Chas. W. Firanan, Jr. [USJ, backeromid paper 
HeaiyA Kissmgcr[US] 
Winston Unl [US] 

Rcoato Rqggiero [INT] 
James D. Wolftasafai [INT] 



MODERATORS 
jpfCter Caniqgbia 

Pder Canti^gton 

CShristeph Bcxtnun. 

FderaSu&erlBnd 



Conrad M. Black 



IMbetto Agodli 



Hemy A. Kissinger 



VenniE. Jcnhn, Ir 



F!LEAS£ NOTE: •the program majundo^cbang^ • the «iiderflrscni0iiswm«Btylw decided n the eve «f (he confc^^ 



BILDERBERG MEETINGS 

Amster2l6 P*»one J-34M ^5^0252 

1017 AJ Amsterdam pVlCW^tfe^'izd? 
The Netherlands bliw.\L i : i , ->:':t: 



The Hon. William J. Peny 
Secretary of Defense 
U.S. Department of Defense 
The Pentagon 

WASHINGTON, D.C. 20301-1000 
U.S.A. 

18 March 1996 



Subject: Bilderberg Meeting near Toronto, Canada from the evening of Thursday, 
May 30 through lunch on Sunday, June 2, 1996 



Dear Mr, Perry, 



Thank you for confinning your participation in the forthcoming conference, 
I am pleased to enclose: 

1 . The current list of participants. If you wish to have changes made in the way 
your affiliation is mentioned, please let me know before May 1 5; the 
suggested corrections will then be made in the next version. 

2. The preliminary agenda. 

3. The notice to participants, detailing various arrangements. 

4. A travel advisory form. Please do follow the instructions about completing 
this form and return it as soon as possible by fax to the Bilderberg office 
in Amsterdam (fax nr. +31 20 624 4299). This will assure prompt reception 
at points of airival, timely transportation and smooth departure. 
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5. Special Bilderberg labels for rapid identification at the reception points; 
please attach these to all your luggage. 

6. A copy of your biography which we have on file. Please return it to me with 
any changes you may wish to make, or advise me that it may be used as it is 
for the 1996 Profiles of Participants which, as you know, will be distributed 
to all participants at the conference. 

I would like to take this opportunity to ask you to send me 

• a copy of a recent passport photograph, marking your name on the back. 

The photograph will appear on your security badge. 



Please note that all participants are expected to stay through the entire conference 
and to join in all of the conference programme, which begins Thursday before 
dinner. 

Participants are strongly urged not to bring personal staff unless prior agreed 
with the Honorary Secretary General. 

Please do not hesitate to contact me if you have any questions about the 
conference. 



Yours sincerely. 




Maja Banck (mrs.) 
Executive Secretary 



Enclosures 



CHARACTER OF MEETING 

• Participants are expected to stay through the entire conference and to 
join in all of the conference programme (which begins Thursday 
before dinner), unless otherwise agreed with the Chairman. 

• The meetings do not formulate policies or reach conclusions, and no 
resolutions are submitted for discussion or vote. 

The sole puipose of the debate is to have an exchange of views about 
the issues on the agenda, from which participants are free to draw 
their own conclusions. 



• Participants attend in a private capacity, irrespective of their official 
position. 

Fruitful discussions are enhanced by an atmosphere of mutual trust m 
which participants can express themselves freely. All discussions are 
therefore private and ofT-the-record; the press is excluded from the 
meetings. 

• A list of participants and the agenda will be made available to the 
press the day the conference starts. 

Participants are expected not to give interviews to the press during 
the meeting. A point which should be strictly adhered to in contacts 
with the news media, is that no attribution should be made to 
individual participants of what was discussed during the meeting. • 

• The summary report of the conference includes the names of ail 
participants and opinions are summarized; speakers are not referred 
to by name. This report is circulated only to participants, former 
participants of the Bilderberg Meetings and sponsors. 
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CONFERENCE PROGRAMME 1996 



• Participants should plan to arrive at the CIBC Centre on Thursday, 
May 30. Drinks will be served from 19.00; buffet dinner will be 
served from 20.00. Working sessions sUrt daily at 08.30 and end 
before dinner, with a recreation break on Saturday from lunch till 

17.00. 

• The closing session on Sunday will take place from 8.30 until 1 1 .00. 
Buffet lunch will be served at 12.00 noon. 

PLACE OF THE MEETING 

The meeting will be held at the CIBC Centre, King City, near Toronto, 
Canada. The full address is: 

CIBC Centre 
12750 Jane Street 
R.R U 1 

King City, Ontario LOG IKO 
Canada 

Phone +1.905.833 3086 
Fax +1.905.833 3075 

The CIBC Centre has been reserved exclusively for the meeting and all 
activities will take place there. 

Weather in June is usually pleasant, but the evenings tend to be chilly. 
Guests should bring a sweater and/or a raincoat. 

ACCOMPANYING AND SECURITY STAFF 

Participants are strongly urged not to bring personal staff. However, 
participants who must be accompanied by personal staff should be aware 
that staff cannot attend sessions nor share meals at participants* tables: 
a separate dining room wilt be provided. 



■3* Accompanying personal and security staff will be ' 
accommodated at their own expense. 



SPOUSES 

It is emphasized that participants may not bring spouses to Bilderberg 
Meetings. Our staff is prepared to assist spouses travelling with 
participants in finding suitable accommodation elsewhere. 



EXPENSES 

• Rooms, meals, wines, and pre-dinner cocktails will be provided free ; 
of charge to participants from dinner on Thursday, May 30 through 1 
lunch on Sunday, June 2. 

I 

• Personal charges, such as telecommunication, laundry, room service, 

bar bills etc. will be at participants' own expense. | 

i 

. ! 

CONFERENCE PORTFOLIOS \ 

\ 

On arrival participants will receive detailed information on the schedule i 
and procedures of the conference, lay-out of the site, seating 
arrangements in the conference room, the fmai list of participants, and ' 
other supporting information. 

f 
! 

CONFERENCE LANGUAGE 

The official language of the conference is English. 

-3- 
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RECREATION 



The CIBC Centre offers an indoor and outdoor swimming pool, a tennis, 
squash and racketball court, a jogging track and fitness rooms. 

TRANSPORTATION AND RECEPTION 

• The CIBC Centre is at about 20 minutes drive by car from Toronto 
Airport. Participants are expected to make their own travel 
arrangements to the reception point in Toronto and from this point to 
their next destinations. Transport will be provided by the host country 
between the reception/departure point and the CIBC Centre. 

• Participants arriving by commercial and private planes will be met at 
Toronto Airport by hostesses who will show the Bilderberg symbol 
(similar to the Bilderberg luggage labels enclosed). A participant who 
fails to make contact with a hostess should telephone the Bilderberg 
Transportation Desk at the CIBC Centre: 

Phone H 1.905.833 3086 
Fax +1.905.833 3075 



Security requires that all participants attach 
the enclosed Bilderberg labels to all their luggage, 
including their hand luggage 




BILDERBERG MEETINGS 

CIBC Centre, King City, near Toronto. Canada 
May30-June2. 1996 

TRAVEL ADVISORY FORM 

NAME and initials 

ADDRESS 



TEl£PHONE. 



TELEFAX. 



ARRIVAL INFORMATION 



AIR 

Date of arrival 



From . 



Place of arrival 

□ TORONTO 

ROAD 

Date of arrival 



Car. 



Time of arrival . 



Airline and flight number . 



Private aircraft 



OTHER 



Expected time of arrival at CIBC Centre 



, Registration number . 



Name of driver. 



DEPARTURE INFORMATION 

D AIR 

Dale of departure 



Airport, 



Airiine and fli^t nmnber , 
ROAD 

Dale departure 



INSTRUCTIONS 



Time of departure , 
Destination 



Private aircraft 



Time of departure fiom CIBC Centre 



All participants are requested to complete this fonn and return it by fax to: Bilderbcrg Meetings, AmstenJam. The Netherlands 
FaxDr.:-»-3120624 4299 

promptly any change in previously reported travel information to ensure being met on airival at the reception points in 
Taraito. 

rflffrivT^*^*^^ to ALL your luggage including your hand luggage, to facilitate reception arrangements at points 



SIGNATURE 



DATE 



William J. Perry 



William Perry (1927) was sworn in as Secretary of Defense in February 
1994, liaving served as Deputy Secretary since March 1993. Prior to these 
positions he was Chairman of Technology Strategies Alliances; Professor, 
School of Engineering, Stanford University; and Co-Director, Stanford's 
Center for International Security and Arms Control. From 1977 to 1981 
Dr. Peny was Under Secretary of Defense for Research and Engineering 
responsible for weapon systems procurement and all research and 
development. His prior career includes: Founder and President, ESL Inc.; 
Director, Sylvania/General Telephone's Electronic Defense Laboratories; 
and Executive Vice President, Hambrecht and Quist Inc. Dr. Perry is a 
member of the National Academy of Engineering and a fellow of the 
American Academy of Arts and Sciences. He has served as a Director, 
FMC Corporation and United Technologies, and has been a trustee of the 
Carnegie Endowment for International Peace. He served on the 
President's Foreign Intelligence Advisory Board and the Technical 
Review Panel of the U.S. Senate's Select Committee on Intelligence, was 
a member of the Carnegie Commission on Science, Technology and 
Government, and the Committee on International Security and Arms 
Control, National Academy of Science. Dr. Perry received his B.S. and 
M.S. from Stanford University and his Ph.D. from Penn State (all in 
mathematics). 
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BILDERBERG MEETINGS 

CIBC Centre. King City, near Toronto, Canada 
May30-June2. 1996 



CURRENT LIST OF PARTICIPANTS 



STATUS 20 March 1996 



Cbairman 

GB Cairington, Peter 




Former Chainnan of the Board, Christie's International pic; Former 
Secretary General. NATO 



Honorary Secretary General for Europe and Canada 

NL Halberstadt, Victor Professor of Public Economics, Leiden University 

Honorary Secretary General for U.S.A. 



USA Yost Casimir A. 



I Agnelli. Giovanni 

I Agnelli. Umbeno 

USA Allaire. Paul A. 

USA Andreas, Dwa^ne 

S Aslund. Anders 

P Balsemao. Francisco Pinto 

S Barnevik. Perc\' 

USA Bentsen. Lloyd M. 

1 Bemabe, Franco 

D Bertram. Christoph 

NL Beugel, Ernst H. van der 



TR Beyazit, Selahattin 

INT BUdt, Carl 

CDN Black. Conrad M. 

NL Bolkestein, Frits 

USA Brv-an, John H. 

USA Bund\', William P. 

GR Cartas. Costa 

D Cartel lieri. Ulrich 

£ Carvajal Urquijo. Jaime 

F CoUomb. Bertrond 

GB Cook, Robin 

USA Corzine. Jon S. 

CH Colti. Flavio 

USA Dam. Kenneth W. 



Director. Institute for the Smdy of Diplomacy, School of Foreign 
ScfN'ice, Georgetown University, Washington 

Honorar>' Chainnan. Fiat S.p.A. 
Chairman IFIL 

ChairmaiL Xerox Corporation 

Chairman. Archer-Donieis-Midland Company 

Professor of Economics. Carnegie Endowment for International Peace 

Professor of Communication Science. New University, Lisbon; 

Chairman. Sojomal sari; Former Prime Minister 

President and Chief Executive Oflicer, ABB Asea Brown Boveri Ltd. 

Former Secretar\' of the Treasur>'; Partner, Vemo- Liipfert Bemhard 

Mcpherson and Hand. Chartered 

Managing Director and CEO. Entc Nazionale Idrocarburi 

Diplomatic Correspondent, Die Zeit; Former Director International 

Institute for Suategic Studies 

Emeritus Professor of International Relations, Leiden University; Former 
Honorary Secretar\' General of Bilderberg Me^gs for Europe and 

Canada 

Director of Companies 

EC Mediator. International Conference on Former Yugoslavia 

Chainnan, The Telegraph pic 

Parlianientar>' Leader WD 

Chairman and CEO. Sara Lee Corporation 

Former Editor, Foreign Affairs 

Director of Companies 

Member of the Board, Deutsche Bank A.G. 

Chairman and General Manager, Iberfomento 

Chairman and CEO. Lafarge 

Member of Parliament 

Senior Partner and Chairman. Goldman Sachs & Co. 
Minister for Foreign Affairs 

Max Pam Professor of American and Foreign Law, The University of ' 
Chicago Law Scliool 
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B Davjgnon, Etienne 

CDN E>rotun, Marie-Josec 

CDN Eaton, FrcdrikS. 

DK Ellemann- Jensen, Uffe 

USA FeldsteiiL Martin S. 

INT Fischer, Stanlcv- 

USA Files, Donald ' 

CDN nood,A.L. 

GB Garton Ash, Timothy J. 

USA Gerstner, Jr., Louis V. 

USA Gigot, Paul 

CDN Gotlieb, Allan E. 

USA Greenberg, Maurice 

CDN GriflhL Anthony G. S. 

CDN Hams, Michael' 

N Hocgh, WestN'c 

USA Holbrooke, Richard 

D Hover, Werner 

B Hu\'ghebaen, Jan 

FIN Iloniemi, Jaakko 

N Jagland, Torbjom 

GB Job. Peter 

USA Jordan, Jr., Vernon E. 

USA Kissinger. Henry A. 
GB KnighL Andrew 
INT KohnstanutL Ma-\ 

NL Korteweg, Pietcr 

A Kothbauer, Max 

USA Kravis, Henry R. 

DK Lavesen, Holger 

F Lei louche, Pierre 

F Le\>'-Lang, Andre 

USA Lord, Winston 

P Marante, Margarida 

B Maysladt, Philippe 

USA McHenry, Donald F. 

F Messier, Jean-Marie 

GB Monks, John 

F Montbrial, Thieny de 

INT Monti, Mario 

NL Netherlands. Her Majest\' 

ICE Oddsson. David 

PL Olecbowski, Andrzej 

CDN Osti>, Sylvia 

GR Pangalos. Theodoros 

USA Perr\-. William J. 
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Executive Chairman. Societe Generate de Belgique; Former Vice 
Chairman of the Commission of the European Conununities 
Executive Director. Hudson Institute of Canada 
Chairman Executive Committee, Eaton's of Canada 
Member of Pariiament 

President. National Bureau of Economic Research 

First Deputy Managing Director, international Monetaiy Fund 

Chat/man and CEO, Caterpillar, Inc. 

Chairman, Canadian Imperial Bank of Commerce 

Foreign Editor, The Spectator 

Chairman. IBM Corporation 

Columnist, The Wall Street Journal 

Fonner Ambassador to the United States of America 

Chairman, American International Group, Inc. 

Honorary Chairman and Director, Guardian Group 

Prime Minister of Ontario 

Chairman of the Board. Leif Hoegh & Co. AS; President, Noru-egian 

Shipowners' Association 

Former Assistant Secretary for European Afifairs 

Seactary General FDP 

Chairman. Almanij-Kredietbank Group 

Managing Director. Cenu-e for Finnish Business and Policy Studies; 

Former Ambassador to the United States of America 

Chairman . Labour Part>' 

Chief Executive. Reuters Holding PLC 

Senior Partner. Akin. Gump, Strauss, Haucr & Fcld, LLP (Attomeys-at- 

Law) 

Former Secretar> of State: Chairman. Kissinger Associates, Inc. 
Non Execulix e Director, News Corporation 
Former Sccrctar\ General. Action Committee for Europe; Fonner 
President. European University Institute 

President and CEO. Robeco Group: Honorary Treasurer Bilderberg 

Meetings 

Deput> Chairman. Creditanstalt-BankA'erein 

Founding Partner. Kohl berg Kravis Roberts & Co. 

Chairman of the Board of Directors. The Danish Oil & Gas Consortium 

Member of the National Assembly 

Chairman of the Board of Management. Banque Paribas 

Assistant Secreiar^- for East Asian and Pacific Affairs 

TV Journalist 

Minister of Finance 

Research Professor of Diplomacy and International Affairs, Georgetown 
University 

CEO and Chairman of the Executive Committee, Cofflpagnie Generale 

des Eaux 

General Secretary. Trades Union Congress (TUC) 
Director, French Institute of International Relations; Professor of 
Economics. Ecole PoKtechnique 
Commissioner. European Communities 
the Queen of the 

Prime Minister 

Chairman of the Superv isory Board, Bank Handlowy W Warszawie 

S.A.: Former Minister for Foreign Affairs 

Chairman. Centre for International Studies, University of Toronto 

Minister for Foreign Affairs 

Secretary of Defense 
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N 


Petersen. Jan 


Parliamentarv Leader. Conservative Party 


USA 


Pickering, Thomas R. 


US Ambassador to Russia 


CH 


Puiy, David de 


Director of Companies; Former Co-Chainnan of the ABB Group and 






former Ambassador for Trade Agreements 


GB 


Rifkind, Malcolm L. 


Foreign Secretary 


GB 


Robertson. Simon 


Chairman. Kleinwon Benson Group pic 


USA 


Rockefeller, David 


Chairman. Chase Manhattan Bank International Advisory Committee 


CDN 


Rogers, Edward S. 


President and CEO. Rogers Communications Inc. 


GB 


Roll. Eric 


Senior Adviser. SBC Warburg 


INT 


RuggierOf Renato 


Director General. World Trade Organization; Former Minister of Trade 


s 


Sahlin, Mona 


Member of Parliament 


D 


Schrempp, Jurgen E. 


Chairman of the Board of Management, Daimler-Benz AG 


INT 


Schwab, Klaus 


President, World Economic Forum 


DK 


Seidenfaden. Toger 


Editor in Chief. Politiken A/S 


USA 


Sheinkman. Jack 


Chairman of the Board, Amalgamated Bank 


CH 


Soramaruga, Cornel io 


President International Committee of the Red Cro^s 


USA 


Soros, George 


President Soros Fund Manacement 


E 


Spain^ H.M. the Queen of 




USA 


Stephanopouios. George 


Senior Ad\'isor to the President 


D 


Stnibe, Jurgen 


CEO, BASF Aktiengesellschaft 


H 


Suranyi, G\'6rgv' 


President, National Bank of HungaA' 


IRL 


Sutherland. Peter D. 


Chairman and Managing Director, Goldman Sachs International; Former 






Director General. World Trade Organization 


NL 


Tabaksblat, Morris 


Chairman of the Board. Unilever N.V. 


GB 


Tavlor, J. Martin 


Chief Executive. Barclavs Bank pic 


LUX 


Thorn. Gaston E. 


President Directeur General, CLT 


D 


Tdpfer, Klaus 


Federal Minister for Regional Planning, Building and Urban 






De\'elopment 


USA 


Trotman. Alexander J. 


Chairman. Ford Motor Companv 


I 


Veltroni. Valtcr 


Editor, L'Unita 


P 


Vitohno. Antonio 


Deput\' Vice President and Minister of Defence 


D 


Voscherau. Henning 


Mayor of Hamburg 


A 


Vranitzk-y. Franz 


Federal Chancellor 


s 


Wallenberg, Marcus 


Executive Vice President. Investor AB 


USA 


Weiss. Stanin' A. 


Chairmaru Business Executives for National Securi^t^, Inc 


E 


Westendorp. Carlos 


Minister for Foreign Affairs 


CDN 


Weston. Galen 


Chairman. George Weston Limited 


USA 


Whitehead. John C. 


Former Dcputv Secretary* of State 


CDN 


Wilson. L.R 


Chairman. President and CEO. BCE Inc. 


INT 


Wolfensohn. James D. 


President. The World Bank; Former President and CEO, James D. 






Wolfensohn. Inc. 


D 


WoIfT von Amerongen, Otto 


Chairman and CEO of Otto Wolff GmbH 


USA 


Wolfowitz. Paul 


Dean, Nitze School of Advanced International Studies; Former Under 






Secretary of Defense for Policy 


Observers 




NL 


Orange, H.R.H. the Prince of 




B 


Philippe. H.R.H. Prince 




Rapporteurs 




GB 


MicklethwaiL John 


Business Editor. The Economist 


USA 


Victor. Alice 


Executive Assistant. Rockefeller Financial Services, Inc. 
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In Attendance 

NL Maja Banck 
CDN Mary Alice Carroll 
USA Charles W. Muller 

List of Abbreviations 



A 


Austria 


B 


Belgium 


CDN 


Canada 


CH 


Switzerland 


D 


Germany 


DK 


Denmark 


E 


Spain 


F 


France 


FIN 


Finland 


GB 


Great Britain 


GR 


Greece 


H 


Hungary 



Executive Secretary. Bilderberg Meetings 
Local Organizer 1996 

President. Murden and Company; Adviser* American Friends of 
Bilderberg. Inc. 



I Italy 

ICE Iceland 

INT International 

IRL Ireland 

L Luxemburg 

N Norway 

NL Netherlands 

P Portugal 

PL Poland 

S Sweden 

TR Turkev' 

USA United States of America 
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13 May 1996 

Fax to The Hon'WiUxaffl J Peny 
Secretary of Dcftnce 
001 703 697 9080 

From Lord Cairiagton 

Pages 2 



I am SO glad that you can come to Toronto. Ttusisveiygoodnewsibrallofus, 
and you will get a very warm wdoome. 

I don't know >^ether you have been to Bilderberg before, but I enclose the house 
rules which ntay be of some use to you. 

Whh best wishes. 



Lord Carrinpton 
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BILDERBERG MEETINGS 
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About : 
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It is amch apprcwated ihirt yoo bfive i^greed to ttPdc^ 
Status Report on The AlUance at Hie i^eoiim^ contonce. 

Tlionjh yott aU know Bilderberg well, I need to ask your attcation for ±t Mowing: 

1. It is ft tradition of Bilderber^g that there are no fbmal speeches and no read texts; 
expenence shows that spontaneous prcsentationf axe most sucoessfuL Most of die lession 
IS to be devoted to an actw discussion anu>ag paneUsts and partic^)^ 

2. Mc>deraton are strongly encouraged to xtaUy lead Ac ^ 

ww; Ae discussion should bcrkept wi&in fbs fiwnewoik of questions oul^aed 
vnexiy at the start of your session. 

3. Hie moderator is asked to summarize the rules for intervcntioni at tiie opening of the 
session to nuke wre that aU attendees understand die strict application of die 1, 3 and 5 
nunute system. Moderators should only permit "l^ninute interventions'' whidh are really 
addressed to the points flicn being discussed 

^* ^^"^^ statements by die paneKsts cannot exceed 10 minutes as you already know 
xrem die letters confiiming your partic^»ation. Please keep in mind diat all Bessi<ms are 
relatively short Vour session is 80 minutes. 

5. TTie moderator should make sure diat sessions begin and end exactfy on sdiednle* ddis 
also appHes to die breaks for eofifee and tea. Ms. Marlieke de Vogel of Ae Secretariat is 
responsible for your session; she will contact you upon your arrival at die coo&raioe and 
assist you widi any anangement be&re die tessiotL 

6. We eayect diat die moderator, in diis case Peter Cairin^ win vnnt to /i<w%wiw. fttf rfth 
each of die panelists weU in advance of ttic conference in onier to ensure a anooeasfiil 
aeision; phone and fax numbers are axmexed. 
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The Honorable 
William J. Perry 
Secretary of Defense 
U.S. Department of Defense 
The Pentagon 

Washington, D.C. 20301-1000 
Dear Bill, 

It was great seeing you again at Bilderberg. 

The session on defense was a highlight. In fact, I found the most interesting 
discussions were those featuring "practitioners" who face decisions every day. 

Look forward to seeing you soon again. 



PS We continue to hear rave reviews about the Eisenhower Dinner in your honor. 



June 3, 1996 



Best regards. 



Stanley A/ Weiss 
Chairmai/ 
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Professor Klaus Schwab . 
President, World Economic Forum 
53 chemin des Hauts-Crets 
CH-123 Cologny/Genevar 
Switzerland 



Dear Professor Schwab: 

Thank you for your kind invitation to Secretary of Defense Perry to participate in your 
next World Economic Forum, scheduled for 30 January - 4 February 1997. 
Unformnately, Secretary Perry cannot make a conmiitment to join you for your forum. 
We are well aware of the outstanding reputation of the World Economic Forum and regret 
that we will be unable to join you. If new developments arise, we will initiate contact. In 
the meantime, we wish you all the best for a successful conference. 

Sincerely, 




Robert T. Osterthaler, BG, USAF 

Acting Deputy Assistant Secretary of Defense 

for European and NATO Affairs 
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Professor Klaus Schwab 

President The Honourable William Peny 

Secretary of Defence 
Department of Defence 
The Pentagon, Room 3 E 944 
USA WASHINGTON, DC 20301-6352 

6 June 1996 /sh 



Your presentation at the recent Bilderberg Meeting was very convincing and impressive. 

It is now my great pleasure and honour to invite you to join the 1997 Annual Meeting of 
our members and constituents, which will take place in Davos, Switzerland, from 30 January 
to 4 February. 

The issues of creating a comprehensive security architecture for Europe will be certainly at 
the forefront of our discussions at our Annual Meeting in Davos next year. In particular, we 
are planning a session to which we would like to invite the Russian Minister of Defence at the 
time of the Annual Meeting and Minister Rtihe to discuss together with you in detail such 
issues as preventive defence and in general the role of the military at the beginning of the 2 1 st 
century. 

Your presence in Davos would provide you with a unique opportunity to deliver a strong 
message on these or other issues of most concern to you and the United States. Your views 
and expertise would be greatly valued by the 1000 chief executives of the world's largest 
companies and the foremost leaders from government, academia and the media v*o 
participate in our Annual Meeting each year. 

We would be pleased to discuss the details of your specific role at Davos with your office 
in coming months, but I hope you will reserve for us in your agenda the prolonged weekend 
of 31 January to 2 February 1997. 

I look forward to the possibility of welcoming you ii^Davos at the beginning of next year. 

sincerely^ 





53 chemin des Hauts-Crgfs. CH-1223 Cologny/Geneva. Switzerland 
Tel (41 22) 869 1212 Fax (41 22) 786 2744 E-mail: coniact@w0>^.^ ^33 / j 



Private events 



You may receive invitations to private events taking place in Davos on the 
margins of the Annual Meeting; these clearly reinforce the networking 
character of such a gathering. As such events sometimes conflict with a 
session or dinner of the Annual Meeting you may wish to check the official 
programme before accepting private invitations. 

Member companies of the World Economic Forum who wish to take 
advantage of the presence in Davos of their chief executive and that of 
many of their clients, suppliers and other partners (actual or potential) to 
host an event or meeting of their own at the veiy end of the Annual Meeting 
should contact us. 

Should individual participants wish to organize a lunch, dinner or recep- 
tion, please note that: 

* only events in the official programme can take place in the Congress 
Centre 

* your office should inform us on which day the event is planned, in 
which hotel and the number of participants invited 

* the printed list of participants and their organizations is sent to partici- 
pants in advance of the meeting 

* replies to your invitations should be addressed directly to your office 

* invitations should be personally addressed, in the spirit of Davos 

* participants* pigeonholes in the Congress Centre cannot be used for 
large-scale disctribution of material. 
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Guidelines: 

essential reading for participants 

The spirit of Davos 

The Annual Meeting is known for its direct, personal, highest-level 
interaction among participants. 

Participants are encouraged to initiate as many individual contacts and 
discussions as possible, taking full advantage of the meeting's 
networking and information system (electronic, printed and personal 
contact services). 

Through this system, participants should feel they belong to the same 
club and should respect each other's time and integrity. There must be no 
unsolicited selling of products or services at the Annual Meeting, nor to 
its participants at a later dale. No promotional or advertising material is 
distributed through our official channels. Any participant disturbed by 
inappropriate approaches should bring the matter to our attention. 
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The Davos dub: rules of the game 

The Annual Meeting bring together chief executives of the world's foremost 
companies with leaders from government, academia. science, cultuic and 
the media. 

accompanying staff 

Since the meeting's purpose is to facilitate and foster personal contacts at 
the highest level, we strongly advise that participants should not come to 
Uavos accompanied by members of their staff. 
Accompanying staff is In prindple not admitted to the 

Global Event Management (GEM), our operations partner, cannot make 
available accommodation for staff in the same hotel as the person they 
accompany since all available rooms are strictly reserved for participants 
They will however provide information on accommodation in exceptional 
cases where a participant is obliged to have accompanying staff in the 
Davos vicinity. «- ^ e 

electronic message service 

Networking annong club members will only be successful if the niles of the 
game are respected: the electronic message service of the Annual Meeting is 
restricted to registered participants only and in no circumstances can be 
accessed by third parties. 

corporate documentatwn 

Participants arc free to display their annual reports or other relevant docu- 
mentation in the area reserved in the Congress Centre for participants 
documentation. But just as we restrict electronic messages to a person-to- 
person basis, we deliberately limit the amount of material distributed to 
participants pigeonholes so that there shall be no unnecessary solicitation. 

confidentiality 

The Annual Meeting commands a certain media impact. Reporters from 
cadmg media worldwide (newspapers, business magazines, radio and 
television stations) are accredited, under strict niles enforced by our staff 
Should you feel disturbed by the reporting media, please let us know 
immediately. 

Our Press Office is at your disposal, should you wish to make any press 
announcements or hold a press conference during the Annual Meeting. 



J^^T. u "'^'^"'^ ^ """'^^ °f '««^i»S commentalois and 

ed tonalis^ have an official role in the programme and are full participarite* 
in the meeting. Our Media Fellows fully respect the confidentiality of 
discussions; they will not attribute din^t quotes or identify participants 
without permission. Again, should you be disturbed by any Ereach of 
pnvacy. please let us know immediately. 

respect 

The Annual Meeting has become known as a very haid-working gatheriha 
whose participants arc committed to intensive interaction. We count on 
your cooperation in choosing carefully the sessions you attend so that once 
m the session you stay until the end. Punctuality must be observed in 

'^nh^cx'^'' **" ^"^^ 



Dress 

Davos is a large mountain village, situated at 1600m or so above sea level 

t IS also renowned for winter sports. It is an elegant resort where smaT 
informal sportswear is the norm. Outdoors, warm clothing and booU are a 

Inside die Congress Osntre. for men a blazer or sports jacket or even a 
sweater arc rnorc practical than a three-piece suit. Personal contacts are 

contribute to this. Protocol .s kept to a minimum but some participants still 
prefer, even iii th,s informal atmosphere, to wear a suit and tie. What 
matters most is that participants feel at ease. 

For most evening events (dinners within die official programme) it is 

^^^^^IZTF'^^'T;!^'^' ^'"^ participaSniost y go on to 

dinner direc from the Congress Centre. The Saturday evening soirle is die 
exceptiori: dinner jackets or a dark suit for men. short or long^cXi 
dresses for women, or national costume, are «commended. 
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Concept of the 
1997 Annual Meeting 



Purpose 



Programme 



The Annual Meeting is the world's foremost gather- 
ing of leaders from business, government, science, 
academia, culture and the media, with a consider- 
able impact on world affairs. 

The Annua] Meeting helps leaders to develop 
long-term perspectives in a world of accelerating 
political, economic, social, technological and 
cultural change. It is global in terms of its scope 

and contents. 

The Annual Meeting allows participants, at the 
beginning of the year, to determine their own 
priorities and to clarify the action agenda. 

Participation 

Participation in the 1 997 Annual Meeting is re- 
served for chief executives of member companies, 
and is strictly limited in number so as to maintain a 
club-like atmosphere and foster true interaction. 

Spouses are considered full partners and have 
access to the majority of sessions, as well as to a 
progranmie of additional activities. 



The progranune is designed to permit participants 
to take the "global pulse" of key issues shaping the 
corporate environment, as well as to explore the 

latest approaches to management leadership and to 
share ideas with the world's eminent thinkers. 

Interactive and small-scale activities dominate the 
programme, to allow participants individualized 
contact and conversation with colleagues and 
leaders from politics and academia. 

To this end, the World Economic Forum has rein- 
forced its partnership with leading universities and 
institutes. 

Participants will be kept up to date on the 
programme as it develops, as well as on other 
participants. Final documentation, including the 
detailed chronological programme, information on 
other participants and on the meeting's many 
services and activities, is distributed in Davos. 



(Please turn over <>) 



Logistical arrangements 



Languages 



All services for panicipants* hotel arrangements are 
provided by our operaiions partner Global Event 
Management (GEM). 

GEM can also assist with travel airangements to 
Zurich (the closest international airport to Davos) and 
transfer from Zurich to Davos. 



The working language in general is English. 

Some of the sessions have simultaneous interpretation 

(particularly sessions in plenary). 

Security 

Stringent security measures are in force during the 
meeting. With the calibre of business and political 
leaders present, both the Swiss authorities and the 
foundation make sure that the most thorough 
arrangements possible are provided. 



1997 Annual Meeting Programme Structure 
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o the current list of participants 

o background papers by Anders Aslund, Chas. W. Freeman, Timothy 
Garton Ash, and Sylvia Ostry 

2. May I urge participants who have not yet sent their travel advisory form 
and/or passport photo and/or their short biography to do so immediately 
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3. As from Monday, May 27 until the end of the Meeting all fax 
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King City, Ontario 
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Anders .^slund Moscow 
Camegie Endowment for International Peace April 30, 1996 

2400 N Street, NW 
Washington, DC 20037 



Russia: Political Forces and Economic Prospects in the Face of Presidential 
Elections 

On June 16, Russia is to hold its second democratic presidential elections, after 
having held two democratic parliamentary elections. Even so, this date signifies a 
milestone in the Russian post-communist development. Either it means the 
consolidation of democrac\' and market economy in Russia or a nasty turn to a 

dismal sodet\'. These presidential elections are likely to determine Russia's future 
for years to come and are the natviral focus of this note. 

Contrar\^ Perceptions of the Situation 

Today, Russia is characterized by a deep polarization between supporters of 
democracy' and market economy, on the one hand, and an alliance of 
communists and "national-patriots", on the other. This polarization is based on 
contrary perceptions of the current situation. 

From a reformist point of view, a great deal has been accomplished. 
Russia is a democracy which has held two democratic parliamentary elections in 
a row. Media are free and highly pluralistic. Legislation and the legal system are 
developing swiftly, and the crime rate peaked three years ago. Mor« than two 
thirds of the labor force works in the private sector. The Russian economy is a 
market economy, though somewhat messy. The inflation rate has at long last 
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fallen below 40 percent a vear, and the IMF agreement helps it to stay there. You 
get more rubles for a dollar today than a year ago. A great deal of economic 
restructuring has taken place. Russia is ready for growth of possibly a couple of 
percent this year to rise to 6 percent in 1998 according to IMF forecasts. Last years 
export? rose by no less than one quarter. 

However, a communist looking upon the Russian situation sees 
something completely different. The Soviet Union has fallen apart, inter- 
republican economic links have collapsed, a war persists in Oiechnya, and 
nobody respects Russian any longer. The official GDP has fallen officially by 50 
percent (perhaps by one quarter in realit\'); the military industry has declined 
even more and Russia's science is in tatters; the standard of living has fallen 
catastrophically (probably by some 20 percent in real terms), and Russia has 
become one of the most unequal countries in the world (not quite true - it is still 
less unequal than the US, and the income distribution became more equal in 
1995). Law and order have broken down and organized crime prevails. In short, 
an imperial nostalgia prevails, many old commtmists have lost out, the social 
costs have been high, and the communists do not approve of anything that has 
been accomplished. 

Regional disparities are great, which makes it particularly difficult to get a 
proper over-all vie^v. The reformers are strong where there has been a great deal 
of reform, most of all in Moscow and St Petersbmg, while the communists 
prevail where little reform is to be noticed - in the Russian southern agricultural 
belt and the stagnant north. 

The Presidential Candidates 

Russian opinion polls have proven highly unreliable. There are great regional 
disparities, communications are poor, voting patterns and participation vary 



greatly, so it has proven difficult to establish representative samples. Therefore, 
u-e must be more sceptical than elsewhere of all opinion polls. Even so, the polls 
have helped clarifving w ho the front-ruimers are: communist leader Gennady 
Zyuganov with up to 27% of the vote, and President Yeltsin who has risen from a 
low of 3% in January to up to 27% in recent polls. They are followed by four 
candidates with usually 8-10% each: General .-Xlexander Lebed, Grigory 
Yavlinsky, Sv\'atoslav Fedorov, and Vladimir Zhirinovsky. 

The present expectation is that there will be a run-off on July 7 or 14 - 
depending on how fast the votes wUl be counted - between President Yeltsin and 
conununist leader Zyuganov. 

Lebed, Yavlinsky and Fedorov have formed a vague alliance called the 
"third force", occupying the center. Together they have about 27% in the poUs, so 
they have a considerable vote potential. They all appear both anti-communist 
and anti- Yeltsin. Yavlinsk\' could possibly be considered sodal democrats, while 
Fedorov is further to the left, and Lebed a milder nationalist. It would make 
sense if these three centrists united and won. 

However, these are three big personalities, their programs are not very 
similar, and their electorates are pretty incompatible. Most importantly, they 
have p-oven no organizational skills, which appear vital in a Russian election 
campaign. Only Yavlinsky leads a party- that entered the Duma, while Lebed and 
Ftdorov are one-man shows without organization or programs. They have little 
money and minimal media support. For good or bad, they have the common 
innocence of not having been in po^ver. So far, neither of them is perceived as a 
credible candidate. This large uncertain center appears the big prize to win in the 
election rather than an independent option. In the end, their anti^ommunism is 
likely to be more important than their anti-Yeltsinism, but their eventual 
inclination appears open to negotiation. 



Zhirinovsky will certainly stand on his own, and after having been 
xinderestimated in the last three elections, caution is in place. He has a strong 
organization and a committed electorate. Zhirinovsky's voters are both against 
communism and the reforms, but his electorate appears more anti-communist 
than aiiti- Yeltsin, and Zhirinovsky frequently makes deals with the government 
and supports it in crucial moments. If Zhirinovsky does not go to the second 
round, he is likely to support Yeltsin. 

The whole campaign focuses on the two lead candidates Yeltsin and 
Zyuganov, and we shall leave the others aside. Since the polls have such a poor 
record, it appears more relevant to analyze the election strategies of these leading 
candidates. 

Yeltsin's Electoral Strategy 

During the first two months of 1996, Zyuganov looked very impressive, but 
Yeltsin has gradually picked up. It is frequently aigued that it does not really 
matter who wins because Yeltsin has embraced so much of the communist 
program. To some extent that was true in January 1996, but important and 
positive changes have occurred in the Yeltsin camp, particularly in March. 

First, Yeltsin is evidently in better physical shape than he has been for 
very long. Rumours that he has stopped drinking are substantiated by his daily 
public appearances. Yet his collaborators are afraid that his health will collapse 
and he is dearly over-strained. 

Second, Yeltsin has broadened his drde. In January, Yeltsin appeared to 
have given up the balancing of different groups around him and given in to the 
group led by his chief body guard Alexander Korzhakov, assisted by the FSB 
(formerly KGB) Chainnan Mikhail Barsukov, and First Deputy Prime Minister 
Oleg Soskovets, but this group has suffered serious set-backs. In January, 
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Barsukov led a strikingly incompetent attack on Chechens, w ho held hostages in 
Pervomayskoe in Dagestan. Soskovets was the official chairman of Yeltsin's 
election campaign but failed completely. In January and February he was more 
or less Yeltsin's prime ministerial candidate, but that is no longer the case. When 
Yeltsiri'is well and sober, his reliance on this "sauna" gang diminishes. 

Instead, other people in the Yeltsin circle have gained more influence. 
Yeltsin's first personal assistant X'iktor Ilyushin is now a major counterweight to 
Korzhakov. Moscow Mayor Yuri Luzhkov has used is considerable powers. 
Prime Minister Chernomyrdin is not out yet and fights back. Yeltsin's daughter 
Tatyana has started playing an important liberalizing role. Hence, while nobody 
has been sacked, the power distribution within the Yeltsin camp has improved, 
but a vicious power struggle continuous within the Yeltsin camp. 

Third, the Yeltsin campaign has assumed democratic features. Originally, 
the official Yeltsin campaign was mei^ed with the state apparatus, but it failed to 
collect the necessary one million signatures for Yeltsin's presidential candidacy. 
Instead, a group of unknown democrats did so on their own initiative, and 
Yeltsin realized that he had to abandon his reliance on the FSB for information 
and the state apparatus for campaigning and turned to various democratic 
groups prepared to work for him. N'otably, liberal Anatoly Chubais plays a 
discrete but important role in the campaign. 

Fourth, Yeltsin is pursuing a popular election campaign. He is going out 
in his old style and talks to people, listens to their concerns and responds. He 
displays his humble qualities and confesses that he is not satisfied with his 
achievements as President. He appears to listen to people and care about people 
again, which few Russian politicians do. 

Fifth, Yeltsin's program has changed in a democratic and popular 
direction. .Although he has no formal program yet (it is supposed to be 
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announced on May 15), his many election speeches make clear his economic 
priorities and they are sound. 

The main task is to beat inflation, and inflation has been below 3 percent a 
month during the last tu'o months. When inflation is beaten, growth is bound to 
re-emeige. Task number two is to niake sure that pensions and wages are being 
paid on time. This is less a budgetaiy issue than a matter of fighting fraud. 
Typically, officials and managers use such money to their own benefit before 
they pay the legal claimants. A third task is land refonn. Yeltsin has issued a 
good decree, and the communists and agrarians oppose it because it threatens 
the vested interests of tiieir local eUtes. A fourth issue is to fight crime and 

corruption, but that is done more in declarations than in reaHty, but at least it is 

done, and a few former senior officials are being prosecuted. 

Yeltsin's big poUtical handicap is the war in Chechnya. VVhUe he hardly 

can solve anytiiing before the elections, he is at least doing a lot about it The 

killing of General Dudaev was certainly to Yeltsin's benefit as he showed that he 

could do something. 

To a considerable extent, Yeltsin has disarmed the nostalgia for empire by 
dealing energeticaUy with the practical issues of reaUstic economic integration 
with the most positively inclined neighboring countries - Belarus, Kazakhstan 
and Kyrgyzstan. In the case of Belarus, the cooperation might go further but that 
appears not all too likely. 

President Yeltsin's great problem remains that he is very unpopular with a 
large share of the population. His negative rating i still close to 60 percent The 
communist dislike is inevitable, but many people in the center dislike him for the 
war in Chechnya, the proliferation of crime even in high government aides, and 
flaws in reforms. There might be a ceiling for Yeltsin's vote that cannot yet be 
established, and this is a major worry in the Yeltsin camp. 
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The Communist Electoral Strategy 

Unlike the Yeltsin campaign, the communist campaign has started with 
organization. Gennady Zyuganov proudly proclaims that he has been endorsed 
by 200 organizations representing 22 million people. Virtually all communist and 
"national-patriot" groups have signed up. Z>'uganov's main plank is nationalistic 
and he explains his chief mission to be to unite the red and the white. He has all 
extreme communists and nationalists in his camp. 

However, as a consequence of this organizational approach, Zyuganov's 
electoral strategy has become to consolidate of communists and national patriots 
rather than reaching out to the center. The decisive event was than the Duma in 
early March voted to abrogate the Belovezhsky agreement of December 1991 on 
the dissolution of the Soviet Union. This was an absolute condition for the 
support of y±tor Anpilov and his extreme communist party Working Russia 
(4.6% of the vote in December 1995) and Alexander Rutskoi and his nationalist 
partv- Great Power (2.6% of the vote in December 1995). In effect, that appeare to 
have been the hinung point in Zyuganov's campaign, and the party is now stuck 
in imperial nostalgia and moralization. Nforeover, Anpilov's storm tnx)ps are 
sharply anh-democratic and truly frightening even to ordinary commimists. 
Zyuganov has become a prisoner of the communist and nationalistic extremists. 

Economic policy was supposed to be a major plank in the communist 
platform, as falling productioa poverty and rising income differentials are 
obvious problems. The leading economic politician is Yuri Maslyukov, former 
Chairman of the State Planning Committee under Gorbachev. Maslyukov used 
his chairmanship of the Duma Committee on Economic Policy to call for hearings 
in mid- April designed to help the communists to elaborate their economic policy. 
The slogan was that all the best economists and ideas should be mobilized. 
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Curiously, this was the same approach that Mikhail Gorbachev used. The 
communists dearly wants to avoid the hard choices between socialism and 
capitalism. 

However, those who responded to the calls for economic programs were 
communists who w^anted to re-establish the Soviet economic system, either in a 
soft Ryzhkov-Gorbachev form (that broke down) or in a hard Stalinist form. 
^ Standard demands that emerged were: the re-establishment of Gosplan and 
central planning with state orders, far-reaching controls over prices, foreign trade 
and currency operations, massive re-nationalizations and confiscations of 
privatized property. The published communist platform, which is pretty vague, 
does not even mention private property and certainly does not endorse it. 

The comparatively moderate communist leaders were left in an awkward 
position with a choice of either a Soviet economic system, that most people know 
broke down, or no economic policy. For the time being, it appears as if Zyuganov 
has chosen the Utter option, which means that he leaves the economic stage 
completely to Yeltsin and fails to exploit one of the top issues. Yet, also the 
communist intent to present their election program on May 15, giving them some 
time to change, but the underlying forces will hardly allow Zyuganov to opt for a 
winnable position. 

As time proceeds, it becomes ever more dear how extreme the 
communists really are. There are many reasons. Zyuganov's strategy of gathering 
ail extremists within his camp is one explanation. Another reason is that the 
communists won too many seats for their own good in the Duma last December, 
and the candidates lower down on the lists tended to be moi« extreme than the 
leaders. Hence, extreme communists appear to constitute a majority of the 
communist deputies. A third reason is that the communists have become 
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convinced that they will win, and they have shown the arrogance of power 
before getting it. Finally, their urge for revenge is strong and frightening. 

By any ordinary standard, the Russian Communist Party is simply not 
electable. Zyuganov's strategic ambition is to win extreme nationalists rather 
than tl>e center, and it no longer appears plausible - though not altogether 
excluded - that Zyuganov can move to the center. Still, Yeltsin is the all dominant 
alternative, and many would not consider him electable. 

Reasons for a Yeltsin Victon' 

Much will change during the remaining one and a half months before the 
elections. The behavior of the fovir second-level candidates will be very 
important, and they are all likely to be open to deals that are difficult to predict. 
Yet, for many reasons, President Yeltsin appears most likely to win the elections. 

First of all, Yeltsin remains the most skilful popular politician in Russia 
and he is an unstoppable locomotive when he gets going and he appears in 
splendid shape right now. He has a wonderful popular touch. Note that Yeltsin 
did not run himself in the unsuccessful elections in December 1993 and 1995. 

Second, at long last the reforms are producing visible positive results. 
Today, Yeltsin can say that he has carried out financial stabilization and made 
the ruble a stable currency. WTiile economic growth initially is likely to be 
sluggish, it should make itself felt throughout a large part of the cotmtry this 
year. There is a widespread popular sense that the crisis is behind us. 

Third, the communists have frightened much of Russian society with their 
abrasive old communism. Participation is likely to be high, and the polls already 
indicate 68 percent participation, and such indicators usually rise over time. 
Especially, the Russian business community is dead frightened by the 
commimists and has woken up to an extraordinary political activity, and the 
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businessmen have both money and authoritv-. The open letter from 13 top 
businessmen issued on April 26 svNiftly changed the political debate. 

Fourth, Yeltsin has adjusted his program and his policies to satisfy 
legitimate popular demands and he is reaching out outside of his government 
base, \vhile the communists tr\' to consolidate their base. 

Fifth, all the four intermediary candidates now appear more likely to 
support Yeltsin than Zyuganov in a second round, but Zyuganov could play a 
trick and make a broader alliance to get out of the extremist comer where he is 
currently caught. 

Sixth, almost all other coimtries favor Yeltsin. It is most notable in the 
other former Soviet republics, where the fear of Russian communists is striking. 
The domestic communists are seen as a fifth column, collaborating with the 
Russian communists against national independence. The western preference for 
Yeltsin is obvious and self-evident However, also the Chinese communists much 
prefer Yeltsin, as they showed during his recent visit to China. 

Seventh, Russia looks very different in the summer and in the winter. 
Therefore, people are likely to be much happier and satisfied in June than in 
December and that should have an effect on the vote, (Sweden and Norway do 
not hold parliamentary elections in the winter.) 

Finally, the communist alternative appears a bit too old-fashioned and 
absurd at present to be really credible. It appears more like the last cheer of the 
middle-level communist apparatchiki who have lost out than a plausible vision 
of Russia's future. 

Yeltsin has almost total media support, which might be a mbced blessing, 
because Russians are suspicious and they might vote for the communists because 
they are continuously attacked on TV and much of the government propaganda 
is pretty crude. In July 1994, the establishment communist candidate KeWdi lost 
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unexpectedly to populist .-Uexander Lukashenko in Belarus, and Lukashenko got 
no less than 80% of the votes, although Belarusian media overvvhehningly 
praised Kebich. 

A worrisome feature is the widespread assumption that the President 
"uiU not allow himself to lose '. One statement runs: "Either the PiBsident wins 
the elections or he just wins." The assumption is that the President can and will 
rig the elections. It is dubious that he can do so, because much of the regional and 
local administration is pro-communist, and the communists are strongest in 
faraway places, were rigging is comparatively easy. Apparent fraud will 
seriously undermine the legitimacy of the regime, and the beUef that Yeltsin wiU 
win in any case undermines the ^^^^lingness of his potential supporters to vote. 

Although Yeltsins negative vote is falling now, the question remains 
whether he is simply to unpopular to be able to win. A curiosity in the Russian 
election system is that in the second round is that people can vote against both 
the candidates in the run-off, while a winning candidate must get more than 50 
percent of the votes cast. Thus, Russia might be left ^^^thout an elected President 
after two roimds of elections. 

Speculation continues on some kind of compromise deal between the 
communists and Yeltsin, possible after the first round of the elections, as the 
stakes are so high, and the losing side would lose aU. There are many options and 
speculations, and all sides keep talking to all sides. 

After the Election? 

If Yeltsin u ins the elections fairh-, Russia has essentially succeeded in its arduous 
transition to a democracv- and a market economy based on the rule of law. Most 
of the essential economic reforms have already been undertaken. The medium- 
term IMF agreement constitutes a good base for future structural reforms. A 
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large number of foreign investors are no looking at the Russian market and a rise 
of the stock prices by 40 percent in April indicates the potential of the Russian 
market. A major remaining problem is the law and order situation. The bank 
crisis is bound to get aggravated with lower inflation, but these are normal 
problem that Russia now can deal with. However, it is completely imclear what 
government Yeltsin would choose after the elections, and considering his mental 
state, the general expectation is that Yeltsin will fade in a depression for months, 
if he wins the elections. Questions about his health remains. Yet, however 
unclear the Yeltsin alternative is, it does mean that Russia has made the 
transition. Russia will be more assertive in its international relations, but it will 
not be an enemy of the West. 

In accordance with the argument above, Zyuganov is not likely to win if 
the communists do not change their policy through an alliance with centrists, 
which remains an option. If Zyuganov would win with his current policies, it 
woidd be a serious set-back not only for Russia and its neighbors, but for the 
whole world. There are some levers restricting the sway of the communists. 
Some are economic. The three-year agreement with the IMF will undoubtedly be 
broken, if Zyuganov implements communist economic policy. It is reinforced 
with bilateral credits conditioned on the I^'IF agreement. The Russian debt 
burden of some $130 billion needs rescheduling and servicing, but such a huge 
debt is more of a threat to the outside world than to the Russian government The 
Russian business community can do a great deal - either buy suitable 
communists, pressure the government, or emigrate with their capital. After all 
Russia has a democratic system with a constitution, an elected parliament, many 
elected regional and local officials, and free pluralistic media. A communist 
victory would be a serious test of tiie strength of these institutions. 



12 



An intermedian' solution would be some kind of compromise between 
Yeltsin and the communists, but it is difficult to discuss such an option since it 
can take many forms. It could be democratic or anti-democratic. 

The outcome of these vital elections is by no means a given, and it will be 
of extraordinary importance. 
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^^kn ""^^ °f '"^'^"^ ^''""y' °« J"^^ tfac 'nost populous 

but also the most prosperous, technologically most advanced, most powerful and - 

arguably- the best governed of all human societies. Chinese regard their eclipse by the 
W«t m What they call "the recent past" (the last few cemunes) Is an anomal^t tim^ and 
hani work will correa. Most Chinese now believe that, in the cemuiy to coie, tLT^^on 
IS destined to resume its natural place as the preeminent society on the planet. ITiey may be 
nght. Even u they are wrong, their cocJcy self^oniidence that time is on their side has 
major mtenanonal unplications. 

China's rise to wealth and power is the leading factor in the Asia-Pacific region's progressive 
d«p acemem of the Atlantic community at the center of world economic a^in '^/^''''^ 
challenge of fittmg China imo the existing world order does not, however, stop with 
economics. China's rise also has enormous political and mUitaiy implications. Its effects 
will be felt not just in Asia but throughout the world. "^ons. lo eriects 

The Economic Challenge of China 

^nveen 1980 and 1995, the Chinese economy more than quadrupled in size. From 1991- 
iy95 lis average amuial real growth rate was U.8 percent. Measured in tenns of 
purchasmg power parity, China now accounts for about 8 percem of global GNP Most 
economists expect that the Chinese economy will continue to grow at 8 - 10 percent for the 

^^Jf^^nT' JV^"* ^""^P'' ^ ^^^"^ begin to decline, 

ffnnl ^^^''^^ « likely to overtake the United States as the world's largest 

economy (thus resuming the rank it had until 1850). By 2030, China^s economy may be 
larger than those of the United States and J^an combined, 

I?! ^^!r!Y' Republic of China (PRC) is achieving this growth, in part, by integrating its 
now largely markeuzed economy with the more advanced Chinese economies in^n/Kong 
Macao and Taiwan. It is also opening itself to the non<:hinesc world. In the past five 
ye^. China absorbed $114.4 billion in direct foreign invesmiem and another $^6 9 bUlion 
m foreign loans, (.^bout 70 percem of "foreign" invesmiem came from ChinesT 
entrepreneurs m Hong Kong, Macao, and Taiwan.) Over this period, China's trade rose 
19.5 percem annuaUy. its imports and exports totaled $1,015 biUion, and the country was 
visited by more than 200 million foreign tourists. The PRC's foreim exchan« r^I rose 
rom $11.1 billion in 1990 to S73.6 bUlion in 1995 (and wiU rea^S 
1996 . Foreign exchange reserves of the "greater Chinese" economy (comprising the 
mainland. Hong Kong, Macao, and Taiwan) now stand at about $225 bUlion. 

The PRC's integration into diis "greater Chinese" economy and the East Asian economic 
r^ion is bemg accomplished informaUy, by traders and investors rather than by govermnems 
or regional msumtions. Now that colonialism. World War H, civil war. comnmSsm,^ 
nviil'' ^f"™ ««ded into histoty, clan and family ties between Chinese 
ovonseas and on the mainland are being rapidly reknit. TTie Taiwan Strait has presented the 
most dramatic example of these trends. Despite the political estrangement ^i^n IT 



auihorities in Taipei and Beijing. Taiwan entrepreneur have invested more than $25 biUion 
on the Chinese mainland. Cross-strait trade now approaches $28 biUion annually . 1.5 
million people travel to the mainland Irom Taiwan each year. 

The PRC's rates of growth resemble those of other, smaller East Asian socieUcs in lecem 
decades. As in Singapore, Hong Kong. Taiwan, and South Korea, such growth over thtee or 
four decades will eventually lift Chinese living standards to levels equivalent to those in 
middle-income European countries. There arc. however, important differences between 
China and the newly industrialized countries (NICs) of Asia, About 90 percent of China's 
future capital needs can be met from domestic savings. China's economy has. like that of 
other East Asian economies, benefited enonnously from access to North American and 
European markets. Thirty percent of China's exports now go to the United States alone 
However, China has a huge internal market, making it less dependent on exports than 
Taiwan or Korea at comparable stages of development. Moreover, intra- Asian trade 
including China's trade with Asia, is now growing much faster than trade with other regions 
In the yean to come, China's dependence on both external and non-Asian markets like the 
United States will gradually decline. 

The Chinese economy is nevertheless the engine that is accelerating die global shift of wealth 
and power to East Asia. Events in the region or between China and its trading partners may 
alter the rate of growth but are unlikely to reverse it. As early as the year 2000, the World 
Bank estimates. East Asia will contribute over 50 percent of the growth in the world 
economy. If the present is any guide to the fumre, however. East Asia may do so without 
havmg become fully part of the instimnons that undergird the current international economic 
order. This order was crafted over the past half-ccmury of Euro-American global 
dominance. It is now increasingly unsettled by the rise of China and other East Asian 
economies. 



China's growing economic weight and central position in what is rapidly emerging as the 
leading economic region of the world economy have yet to be reflected in its inclusion in 
global institutions and regulatory regimes. China is excluded from the G-7, the Worid Trade 
Organization, the New Forum (successor to COCOM). the MissUe Technology Conirol 
Regime (MTCR), the Nuclear SuppUers Group, and most other institutions devoted to setting 
global policies on trade, investment, and technology transfer. No oik has even thought about 
how to work toward the ultimate admission of China to the Oi^anization for Economic 
Cooperation and Development (OECD). 

The effort (inaugurated by the United States and others in the early 1970s) to incorporate 
China mto the world order shaped by the Atlantic community over the past half century has 
faltered. Yet it is hard to imagine that the institutions that constimte this order can retain 
their leading position if an economy that is soon to become the world's largest is not fuUy 
integrated with them. Meanwhile, a rapidly expanding list of global and regional economic 
and politico-economic issues cannot be successfully managed without Chinese cooperation. 



paradox remains. And it points to another unique characteristic of this technological paradigm The IT 
revolution is esseadaily about knowJedse and key knowledge producers are the education and trainif^ 
institutions of government No previous technologicai revolution - for example, the invadkni of steam 
power or electricity — has impacted so directiy on the public sector. Thus innovation in government — 
espedaily in the knowledge institutians - wiil be essential to renewed growth and living standards. 

In sum, h's easy enough for govenmiems to agree on broad "basics" — raising trend growth wiO 
require improved productivity which will require investments in human capital and knowledge. And elective 
pdicaes to nntigaie the tnnsitionBi hnpact of changing technology should be part of a growth strategy. But, 
as iVe argued, the uncertainties about many fiindamental aspecta of this technological paradigm allow plenty 
of room for dissent once generalities are translated into speciilcs. 
Ubour Market Miladfgf 

In the I980's and I990*s the demand for Icss-skiUcd and less-educated workers fdl in all 0£CD 
coumiies. In Europe this resulted in increased, long-^erm unempioymem while in the U.S. it showed up in 
sharply declining real wages and a huge rise in earnings inequality. Over the same period, emplqymeot of 
high-skilled, better-educated workers rose in all OECD countries. 

Were these changes due to technology? Ifso, why such a striking Transatlantic divide? Since the 
1980*$ also witnessed a m^or imrease in manufacturing imports from industrializing countries ( es pe ci al ly in 
East Asia) what roie has trade played? 

As a sign of incneaaing concern, OEG> governments recently requested the iiistitution to undertake 
a comprehensive review and the study - Technology. Productivitv and Job Creatioa — should be published 
later this year. Obviously no definitive answer to the question of technology impact can be expected. But 
certain "stylized ficts" are rather clear. The aear technologies require higher levels of cognitive and 
interactive skills. And, although there are industiy variations, the new technologies both reduce the skill 
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comos and share of low-sJull jobs, while increasing the sldli content and share of high'sloll jobs, espedaily 
in service industries* the mam source of new jobs in the future. This nrismatch between the relative demand 
for and supply of the unskilled has had difioent outcomes as already noted. The baac reason for the 
difiereooe is that in Curope, labour market institutions set a floor for real wages and unemployment results 
while in the U.S. real wages are remarkably flexible and declining earnings are the outcome. 

Even if there is growing evidence of skiil*biased technological change, this would not rule out the 
poasibilhy that increasing imports from rapidly industrializing middie-income countries has had no effect on 
OECD labour markets. Indeed, some voices are now raising fean of "immiaention". 

In a recent article surveying the large number of trade and wages studies, aptly titled "Are Your 
Wages Set in Beijing?", Richard Freeman concludes that "trade matters, but it is neither all that matters nor 
the primary cause of observed changes'*.' But T doubt the debate is over. New efforts at modelling, in a 
genaai equilibrium frameworic, the etfects of both trade and investment - the latter of increasing importance, 
especially in East Asia - suggest a &r more sigoficam impaa on lowering unskilled wages and reducing jobi 
than most of the less complex analyses. I expect there will shortly be another model which produces differm 
resuhs. And so on. Be that as it may, the major shii^s in trade and investment flows which began in the 
1980*8 and are now accelerating, while producing overall benefits to all countries, will also create winnen 
and losers in each country. And it wiU be extremely dlflicult to dilTerezUiaie the impact of technology and 
trade - especially since globalization has been fed (or even led) by the technological revolution. In other 
words, the labour market effects of profound structural transformation will not soon go away. 

So what are the policy opdons? Protectionism, one hopes, will be resisted. The more logical 
candidates are domestic pofides designed to increase innovation » for example, upgrading the knowledge 
infrastructure through improved education and efiiective Science and Technology policies — and labour 
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Timothy Garton Ash 

THE POLITICS OF EU ENLARGEMENT 
Backgroand paper for tbe 1996 Biklerberg Meeting 

Hie following aie bnet infonnal badcground aotes, not in aoy sense a compotbeoslve 
treaimeDL Thiy deliberaidy conceairatc on the pditcs rather than the economics of EU 
enlargement, and on the posi-conununist states. 

My premiss is that the linlced issues of EU enlargement, NATO enlargement, and toe 
deveiopmeni of more closdy coowfnared European focign and defence policies are the 
biggest challenges in Europe today - at least as important as monetary miioiL The EU's 
response to the end of conununism and the cold war in Eorope has been sluggardly and 
tnariaq iiflw. MsMtri eht offcted the sCQggling pos^conmiunisi democracies nothing. The 
current imer-govemmenial conference also seems unlikely to mate those changes which 
hAvt to be made if a community of twenty-plus member states is to function properly. 

WHY ENLARGEMENT? 

* The EU is called 'Europe' and these countries are European. A 'Europe' with Greece 
but without Poland is like a Britain with Orimcy but without Lancashire. That Gieece is 
in and Poland out is a result cmly of the artificial 'Yalta' division of Europe in the cold 
war. 

* Security. Two world wars started in Ceimal and Eastern Europe. War has already 
broken out again there, in the fonner Yugoslavia and the fonner Soviet Union. Russia 
looks increasingly threatening. Even the most advance post-communists democracies 
could fall prey to nationaUsm and become unstable if denied the prospect of 
membership, which they regard as cnicial to secuxing dmoaacy in thdr own 
countries. 

^Germany. If Gennany remains tbe easten front-line state of the West that is difficnlt 
both for Geimany and for the rest The Berlin rcpubhc would face both temptaticms and 
pressures lo revert to some version of hegemony in a Znvischeneuropa between it and 
Russia. It's in all our interests to see Gemuny ccmfortable with Western neighboncs to 

its east 

^Economics. Short-tenn costs, obviously, bat in the longer term, a larger single 
market. I would also add, though of course this is controversial, ihe Schnmpeterian 
stimulus to Western European produceis of East European cheap skilled labour 
compeniioiL 

*Last but not least, the whole European project at die Old of the 20th oentmy cannot be 
allowed to stand or fall with the smgie great gamble of monetary onion. Tliere should at 
least be one other major show on the imd. llus is it 

WHO, HOW AND WHEN? 

Plainly, the duee questions are closely related. For example: if oos just concenoaicd on 
Poland, Hungary and the Czech Rqrablic, and pushed forward a rapid negotiation for 
full political membership with long economic transition periods (i nctodin g only 
resnicted initial participation in CAP, stracmial funds, perhaps even in the ftee 
movement of labour), one could still imagine these ttaee being in by the obvious 
symbolic target date of 2000. If, however, followmg the conclusion of the IGC in 1997 
one opens tiadidonal EC-style negotiations with all 10 central and east European 
countries with which the EU currently has Europe agreeracnts, and insists oii the whole 
(growing) panoply of die acquis commurumtaire, with applicants being rsquircd fi rst to 
'qualify' econoxnically as much as politically, dien 2005 to 2010 would seem 
optimistic. 

I offer die following thoughts. Risi, on WHO: 

♦Tliere are great and growing differences between the candidate states; bm there are also 
no sharp dividing lines between Cemral and Eastern Europe, or. for that mailer, 
between Eastern Europe and non-Europe. On the fonner, the easy distinction into 
'advanced' Visegiad Central Europeans and 'baclcwaid' East European rest does not 
hold up. Slovenia, for example, is better qualified than Slovakia. On the latter, the 
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trouble with Europe m the east is tfiat it does not end, it mady tides wwr. mas 

Rnssia and into Turkey. 

*Never say never. It is coumefprodoctive and unecessary to say a deg&tie 'nevtr' id 
Russia or Turkey. Tie problem of a geouiaely liberal demccntic stable, coopeotne 
Russia, with the nile of law and a mailoet economy, fulfilling aO the qaalifioQiSB fbr 
fflcmbeiship of the EU, and now asking for admissioa, is one we shook! sincerely wish 
to have. It would still be a problem, because Russia is so big, and half Id Asia, but this 
is not a problem with which Russia seems likely to face us in the foreseeable fctme. We 
have a long way to go before we reach the chsputed culmial-histozical borders of the 
conrinffnt We'll cross that bridge (or not) if we ever come to it 
•Geographical contiguity marten. It's silly to think of taking in, say, Estonia before 
Poland. We build Europe out from EU-rope. Greece is the exception that proves the 
rale. 

, *One thing leads to another Because there is a continuum of potential members, tte 
admission of one increases both the chances and the hopes of die next A precedent is 
set and dieic is a wider positive regional demonstration effect If Folaiui canes in, 
Baltic hopes are raised, and so on. 

*By the same token, it is shon-sighted to imaynp. that you can metdy tinker with tbe 
present instimtions and procedures of the EU to make it just about still wotk with 
twenty members (adding, say, just Cyprus, Malta, Poland, Hungary and tbe C rpd i 
Republic). The strucmial changes we rnain> now should at least potentially be 
extensible to an EU of twenty five to diirty states. 

That leads on to HOW: 

*AII enlargements aie different but some are more different than othera. This one is 
paitlculariy different due to (a) the number of potential applicants; (b) the fact that most 
of the applicant states are posKoimnumst, with economies suffering from special sorts 
of both under- and misdeveiopment incloding the lack of private property, capital, legal 
framework etc; (c) die geopolitical consideraiion of the relationsfaip with Russia. 
^Tbe current EU White Paper and 'pre-accession strategy' do not provide either a dear 
enough timetable or clear enough criteria for ^licants. Twcf:^«<^ start from a 
maximalist catalogue of what applicant counoies would have o do were they to join on 
the present terms of membership. On the most optimistic imcrpieiBtiw of bow fx and 
fast even the closest Hast CeatnX £uxx)pean stales could advance in die structural 
transformation of the economies, and crucially of their agiiculniral sectors, and ttie most 
optinustic interpretation of how far the present EU could p rogi ta s in reforming the 
CAP. strucniral funds or renegotiating the budget, the two ends still won't meet . 
*A mote innovadve, flexible and focussed approach is dieiefore caDed for. Among 
many proposals touted I would single out two: 

(DFeter Bofinger's proposal for a 'comprehensive accession strategy' conoen&aixng on 
trade liberalisation. Bofinger proposes moving from cuxient Hbetalisation to fun 
removal of all specific safeguard clauses and anti-dumping measures on both sides. Hie 
EU *wodd neat associate members in its trade policy lbcefuniiiembea\ for a five^ 
period, dmlng which, however, the associates would have no votiBg power in the 
council and no access to the CAP and stmcnnal funds. 

(2)The proposal made from various quarters lo move forward from tbe present 
'stnictuied dialogue' to a polincal 'partial membership' in the transition period. ThaSt 
for example, selected asinrants might paitidpaiB in parts of the inter-goveramatial 
second and third pillars. Since these are inter-govemmental, and since to psrticipaie in 
one area of immigration policy or CFSP action does not requiic partidpatian in all, this 
should be feasible. Other pohocal staging posts might iiicludc observer status at the 
IGC or EMI, and, more imaginatively, a kmd of tun' participation in European 
elections, producing elected MEPS-in-waitiog fior die next Emopean Patliament 

*Rnri^ f If mfnt^. accglpratcd tmA^ lih^mlitmi/m btiH gnThl^tPd ppHtfr^^ p'*»*Hp^'^i are 

important ways of moving towards cnlargemenL When negotiations open after tbe end 
of die IGC, however, the subject of negotiatiQn will be full membership. But what 
exactly does that mean? What is the essential minimiTm of membership? Given the near- 
impossibiliiy of securing die consent of aD cunent member states to die bnge added 
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costs of a iiill East Eutcpean (4, 6. let alooe lOf ) paztictpaiion in CAP & sttucQsal 
fimds, to keep that as a basic qnalificatioo for membeisiop is lo postpone memboBbip 
for many years. Tbe applicants would deady have to sign up to the comrntroal 
lechnicai aod legal rules and obligations of those economic pans of the Communities in 
which they did fully participate. But we should be prepared to consider even longer 
economic transition periods coveting even wider aieas than we did for the soothem 
enlargement (inciuding, for example, transitional lusoictions on the fnee movemeot of 
labour ). The essential miniTnum of membership is poimcct a solemn and binding 
commiiment to abide by ifae rules and procedanss of political, negotiated conflict- 
resolution which aie at the heart of what the EU has achieved. 
*Theie'is an obvious problem: that the new membeis might then paxtidpaie, via 
Councils. Commission or Parfiamcnt, in decisions about areas in which they did not 
themselves yet participate. Could this be met with a combtnatxon of suspended voting 
rights on some issues plus a rfllnilatr^i guess that they would not sway the decisi(3i 
substantially on others? 

*This of course depends on tbe voting aitangemems in force. Here is one of seveiai 
points on which the insnmoond refams under discussion in the IGC aie - shoold 
be - crucial to enlargemenL Variants and areas of (double?) qualified majority voting; 
balance between large and small states (given that except for Poland and perhaps 
Romania, all the flnt Cenoal and East European 10, and, of course, Cyprus and Malta, 
axe small); the mmiber of commissioneis; seats in and powers of the Partiamfflt. etc. 
Pace Biitish Eurosceptics. who favour enlargemeot-as-dHulion, t snbmit that 
eniaigement requires a suengthcning or 'deepening' of existing EU iasritntions, an 
extension of majority voting, and a lelative reduction in the bloclang power of existing 
member states. Otherwise, the EU of 20i- will just not work. How and how much to be 
debated, but the basic thrust seems to me incontestable. 

*For fiin, but also quite sexiously, there is tbe issue of the number of woildng 
languages. EU muli^-Ian^iage in asr p iuati cm as Keynesian job-cieatia& measare or 

English for all? 

And WHEN: 

*It is politically imperative that at least one or two stales have (he prospea of jommg 
within the next one or, at tte most, two electoral tarns of their paiiiaments or 
presidents. It doesn't have to be '2(XX)'. '1992' showed the magic even of less round 
target dates. 7002'? 

*It shouldn't be all at once, but it should be the beginning of a process opea to aU. 
Competition and the fear of bdng left out are healthy, the sense that a fine haa been 
draws and you ate the wrong side of it is not 

THE POLITICS OF ENLARGEMENT 
L Central and East European Politics 

* Tbe 'lenun to Europe' 'that Genual slogan of the vdvetievolnttons of 1989- remains 
tbe central strategic political orientation in Poland, Himgary, the Czech Republic, 
Slovenia and the Baltic States. Post-communists have accepted it It is regarded as 
crucial to the stabilisation of their democracies, the successful mnrin^satinn of their 
economies (especially tt) aoracting foreign capital), and the elementary secuhQr of tbor 
states, both from outside aggression and ihnn intemal dfistahiltotinn 'Europe* lemains 
even moie importam to these counnics than it was to Spain, Pormgal and Greece in 
thfir transiiions from dictatotshq}. Elsewhere, for example m Slovakia, Romania or 
Croatia, this orientation is contested by important political forces. 
*Even in the closest and most positive cases, however, theie is widespread 
disillusionment with the Europe of the EU. Partly this is tbe inevitable (fisappoin&nent 
of unrealistic expectations - nothing could live up to the Europe of flictr idcahsfiic 
dreams. Partly it is a reaction to the social costs of economic transformation, which are 
associated with *thc West' and 'Europe*. Partly, however, it is justified by the t plnrtan t 
response of the EU. and especially the slow and uneven opening of onr maiicets, 
compared with the rapid opeiung of theiis. 
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*ODe cacDOt, therefore, count on this European oriemation lasting isdefimt^y. Tbt 
naoonalist altemahve is always present llie potemiai for tensions around eHrnic 
mmonties becoming inter-st^ conflict stretches into Cential Enrope 
(Slovakia/Hungary, Poland/Lithuania). 

*71ie largest front-runner, Poland, has a specific poliocal problem: a large, well- 
organised peasants* party which currently resists modemisiiig reforms of agricoltme. 
Some younger figures in the party do recognise the necessity. At the same time, this 
resistance is one factor poiniiflg towards an alternative coalitian between post- 
communist and_post'aQti'CQiDmuQist liberals, as has akeady happened in Hungary. 
*CenizsI and bast European new membos woctd proted)Iy favoor the inter 
govcmmcntalist rather than the federalist orienotion inside the EU. Vaclav Klaus is die 
obvious cxirsne case: more Thatcberlte than Mrs Tharcbi:^. But even kft-UbOBl Poles 
and Hungarians aie wary of surrendering too much of the sovexeignty wludt they only 
recently regained, after long being forcibly deprived of it 

2. West European Politics 

*The argumeiu for EU enlargement is won in {^ciple. This was not true five years 
ago. No-one now says *no'; they say 'yes, but'. Or, in private. *ilfaia toujoua en 
parier a Jamais y penser', as a semof French businesCTan 6ankly pot it to me. 
*In {HBctioe there is iwiwiwm lehictance fsom a majority of member states. Who is 
clearly for it? Germany, most importantly. Biiiain - but ibat's a mixed blessing for die 
project's reception elsewhere in the EU. Austria. Rnland. Sweden? But France, 
crucially, has thus far bees most reluctant, fearing dilution of the present coomiumty 
and its own influence widiin iu a shift of its centre of gravity eastward, and, of course, 
French farmers. Spain, Portugal, Greece and Italy worry about die poteotial loss of 
financial transfers liom community budgets and about East European agricultural 
imports. AQ member states worry about competition from goods fRCOduced by East 
European cl^ skilled labour, and a funher inflow of that labour itself; when bodi 
conjunctural and soucDiral unemployment inside the EU ate so high. They also worry 
about a too rapid eolargemeat recfaidng the EU u> Utde mote than a fiee trade zone 
overseen by a League of Nations - the British Euiosccptics* dream! 
*Germany's poUtkal elite now has a firm consensus on the proposition diat eastward 
enlargeinent to include, at the very least, Germany's '"^"'^"^'^ eastern oeighbours, is a 
vital national interest Public opinion has yet to be convinced, as do German farmers 
and trade unioiiists. As German dazeairtvestmenc in C^tial and Eastern Europe grows, 
and as German manufacturers move their production across die boiders to die ost, so 
I hi e strengthens the lobby for enlargemeru, and for trade liberalisation now. 
*The crucial question for the balance of polical will inside the EU is the Irench 
position. In what circumstances might this become more positive? Are there implicit 
trade-o£f5 widi Germany: enlargement for EMU? east for south? I look foiwaid to 
hearing from Pierre Lelloudie. 

*CIosely related to the above: what precisely are die intereoimections witft EKnJ? Of 
course diere is no theoretical incompatibility between EMU and enlargement, hot are 
thw B not pracQcal tensions? Starting widi a very simple one: that ds comptex and 
difficult business of preparing Use enlargement requires huge amounts of politicians aiKi 
officials' time, for which the complex and difficult business of prepanng for EMU 
competes. Can we really manage bodx at once? On die ether hand, if EMU goes ahead 
between a cote group of member states it implies and requires a ^nsiable geometry', 
wttttfaer con- or pdycentiic. which arguably makes it easier to envisasB dtt vocst 
Ocxibie anangements for new members adumbiated above. On the ddrd hand, if EMU 
fails dien we will be desperaaily in need of anodiCT large undertaking, to counter what 
could be a corrosive and dangerous sense of crisis aroimd the whole Emopcan project, 
and enlargement is the obvious one to choose. 

*The TOTinf^"" with die 'n ^timnnai icfoims being negotiated in die IGC has been 
discussed above. Theze is also a dose connection mdi die stzengdieoing of common 
foreign, security and defence policies. Bosnia is definiiely not 'solved*. Other Bosnias 
remain possible, less so among our immediaiB eastern neighbours, but much mote so 
among cteir immediaie neigbbouis. Particqiaiioo in coordOnaied 'European' acnoaa. 
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under whatever precise auspices, is not jost sometfaisg we can afSet tbem • as a piece of 
the eolargexnent cake - but something they can do for us. Witness, in a small way, tbetr 
paiticipanon m Bosnia. At the same time, lelations with Russia, UkiaiDe and To^ey 
should be intensified - with the loager-term perspectve kept wisely - so that ttSst 
politics of inciusion are not zeceived as the politics of exdoaon. 

3. Global politics 

*Beside the obvious question of tiK overall size and weight of the European tiadmg 
bloc, yis-a-vis Asian and American ones, there is the question of ec onomic models and 
compediivefless. Eastward eniargemeoi to iKiude post*commamst economies conld 
strengthen two p(ssible directions in the European political economy. EU policies, 
including PHARE-supponed programmes, couldsuppon the conversion of still bloated 
post-communist welfare states into a vcision of the cunent Rhenish social democratic 
' model of 'social market economy*. Altemativeiy, dynamic cheap labour competition 
^m Central and Eastern European could be a spur to intensify die fitness cure of that 
model in Western Europe, enhancing all>European global competitiveoess. As 
mentioned above, many Western manufacturers are already voting with their plants. 
*The issue of EU enlargement is plainly inseparable from that of NATO enlargemenL 
How does a fast or slow track for one affect a fast or slow track for the other? What 
about a (pre-Chirac) ftench-style or a non-nuclear-stationing membership for Poland? 
How docs this relate to screngihening a European pillar or 'defence identity'? If. with 
two eyes on Russia, we are to say to Poland or the Czech Republic 'come into NATO 
when you come into the EU', to wc need a much ckarcf timetable and criieiia for the 
EU enlargemenL Do the NATO enlargement first, and both diat time*pressure and the 
newmembeis' security concern becomes less acute. The crunch for a parallel or andem 
approach surely comes with the Baltic states. On political and economic giDonds they 
would be well up in the second line of potential EU members. But can anyone imagine 
Russia, with its piesent politics, accepting the Baldc states' membeisfaip in NATO? Or, 
for that inatter, the US Congress agreeing to offer the Baltic Stales the full NATO 
security guarantees? Neat logic again clashes with untidy life. 
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For example, China will soon overtake the United States as the world's largest emitter of 
greenhouse gases. Clcariy. no effon to moderate the damage to the global enviromnent can 
hope to succeed unless China is fully a part of it. Despite intense interest in environmemal 
issues m Europe and North America, however, no concerted intemational effort to engage 
China in environmental dialogue and cooperation has yet been mounted. 

China's rapidly growing exports and internal market continue to develop to a considerable 
extern outside the norms of the global trading system. This is creating vested interests in 
patterns of Chinese economic behavior that disrupt and damage trade and invesmiem with the 
industnaJ democracies. The fact that China is not a member of most multilateral regulatory 
regmics leaves Beijmg free to ignore complaints from its trading partners until they escalate 
into bilateral confrontation. In such raw tests of power, only a major trading partner like the 
Umted States has much chance of prevaUing. As China's economic prowess grows Beijing's 
bargammg power will also grow, making bilateral solutions to problems with China' that arc 
of wider mtemational concern even more problematic. Yet the West has no apparent 
strategy for achieving China's integration into the muitilaieral instimtions it hopes will 
regulate the post-Cold War intemational economic order. Almost without exception 
instimtions formed since the end of the Cold War have excluded China. 

China is already an exporter of high technology goods, many of them with mUitary 
applications. As the Chinese economy becomes more sophisticated, such exports wiU greatly 
mcrease. Clearly, no effort to regulate trade with "rogue states" or in technologies relevant 
to weapons of mass destruction and rheir delivery systems can hope to succeed if China 
remains outside it. The limits of what can be accomplished by bilateralism axe already 
apparem. Consider, for example, the decidedly mixed record of unilattrai American 
attempts to regulate exports of Chinese nuclear and missUe technology to Pakistan As China 
grows, the bilateral leverage of the United States and other countries over it can only 
duninish. Yet there is no effon being made to bring China into membership in (and hence 
into compliance with) the multilateral regimes that attempt to regulate the international 
transfer of sensitive technologies. 

Finally. China's opening lo the outside world and the concomitam collapse of Chinese 
totalitarianism have allowed the emergence of transnational Chinese criminal gangs Such 
gangs are now involved in the drug trade and die smuggling of Chinese emigrants under 
conditions approximating those of the eighteenth cenmry African slave trade. TTicy ate 
developing linkages to organized crime in Russia, Europe, and the Americas. The ftiU 
cooperation of the authorities in Beijing with multilateral institutions like IntcrPol is essential 
to deal with these problems. The Asia-Europe Meeting has cieated a multilateral fonmi 
joimng European and Asian customs officials in discussion of them. Yet the principal 
markets for drugs and destination of illegal migrants are the United States and Canada which 
are not pan of this forum. 



A persistent problem in dealing with China is the inability of the central govcnanem in 
Beijmg to obtain the compliance of provincial and local authorities with the agreements it 



concludes with foreigo govemmems. The oirrem difficulties over imeUecmal pronenv Htba 
a« a case m pouu. China lacks the legal system, including the court,, trai^l j^X^ 
l^a^ enforcement mechanisms that more developed countries can idy x^^SfT 
effecnve controls over commercial behavior. Everyone knows this to bTthe 0^1^,^ 
Ch^se wiU admit .t when embaimsed into doing so. Yet there is no con^' 

"^T"'' China in taw and adminisntive Rfbnn or m public 
aomimscraaoii azxi judicial t raining . f«wuv 

inttmational strategy by whKh to promote China's adheieoce to the nonns 
^t^.l msututions is especially striking given the success efforts to iotegrue 
Chma jnto the world order registered in the J970s and 1980s. China can of comsete 
coua«i upon to bargain for privileged status and exemption ftom die rulo a^STi^ 
coumn«. Nevertheless, once admitted to a club. tlHcord shows, Chi^ Sl»^T 

„^ '^K*' '~'««»~niic transfonnation over the p« 

wo decad« owes mi«4 10 Its admission to uwimtiomlik^ and tte 

Sft^or " of the modes of «ily«s i^U^ies 

TTie lack of a Euro-American (and Japanese) strategy for speeding China's hltegniion into 
global msumuons and Chinese effective application of globTZa is poteS^ 
senous, given the high stakes mvolved. It camiot be m the world's immst to ^t » be™ 
™nagmg*e consequences for the international state system of China's rise to wealth an? 
poww Problems are accumulating, not diminishing. China's bargaining position is 
sn«ngthening, not weakening. " ^ i^^™*" « 

The PoUttco-MOitarj ChalUngt of (Mm 

As China's wealth grows both its military power and political influence are also growing 
TTtt i^licaoons of this for the Asia-Pacific region are weU understood by Ota-r 
wh'^^^J!;.- «««P«io^ seek economic benefits torn closer ties widi China 

while keepmg a wary eye on Beijing as they move to accommodate it politically Chininow 
»jO>s Its most coqwrative relations with Southeast Asia in 500 years. China's iehtions 
with Russja are the most muiuaUy respectful in over 300 years. Its tcIatioB) with ^ 
mchidmg Europe . giat powen. are the most satisfectory to it in nearly two cennrtT^' 
Beijmg s re anons w* New Delhi are the least sHaioni since the 1962 Sino-Sterter 
war. Its relations with blamabad and Dhaka areas sound as ever. Despite an audibte 
underwirem of Japanese concent about aina. Sino-Japanese retations »e as good as they 

S^L^H^Vr^^*^ Yet two centuries of ;K have left^Cw^ 
pomts of dissatisfiuaon. luuijr 

China is now the only great power to have bad major portions of its histoiical territory and 
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flatus quo because (he only way they could envisage it changing was by Taiwan's drawing 
cJoscr to them and evenmally accepting their leadership of a loosely reunited China TTict 
sought to promote interdependence and dialogue across the Strait to advance their 
objecove of negotiated ramification. 'oag-wim 

By 1995, however, Beijing had become deeply concerned that Taiwan's democratic oolitics 
were centering on the quest for an identity separate from China. Responding to poimhv 
opmion on the istoi. the leadership in Taiwan began to provide inducements to SSdworld 
capitals to allow the establishment of Taipei embassies alongside Beijing's diplomatic 
representation. Taipei redoubled its efforts to upgrade its representation in the capitals of 
^•powers. It vociferously sought a separate seat in the United Nations Genend 
AssHHoly. The Taiwan leadership launched a campaign of nominaUy private but verv 
polmcal travel abroad to laise Taiwan's intcmationai profile. Beijing concluded that Tainei 
was bent on acquiring the attributes of independent statehood on Che diplomatic installment 
plan. Notwithsiandmg Taipei's protesutions of fidelity to the principle of "one Chinas- 
Bey ing saw Taipei s efforts as crafting a basis for long-tenn separation from China. This 
conclusion was buttressed by the main opposition party in Taiwan's open espousal of 
mdcpendence. From Beijing's perspective, Taipei's actions tiireatened to alter the status quo 
m such a way as to preclude peaceftji reunification. 

Taipei's efforts to expand its options gave Beijing a sense of urgency about die Taiwan 
question it had previously lacked. When political warnings faUcd to deter Taipei Bciiine 
reported to mtmiidation through military measures shon of war. such as exercSes and mLue 
tests that ui^rscored Beijmg's ability to strangle Taiwan's economy. These measmes were 
intended to force Taipei to reverse course or to come to die negotiating table Chinese 
posturing, however. beUtedly evoked countervailing shows of force by die United States 
neutraliang Beijmg's pressure on Ta^i to negotiate. 

Amoican naval deployments were undertaken to underscore the longstanding interest of die 
United States m a pcacefiil, radier tiian violent, settiement of die Taiwan question by die 
Chmese diemseives. They were not intended to signal support for Taiwan independence 
IroiucaUy, however, by maJdng it clear diat die United States would counter and offset * 
Beymg $ use of measures short of war to force Taipei to die negotiating table. U.S. actions 
have gready dmunished die prospects for peaceful reunification. If Beijing cannot foxce 
Taipei to dtt table, and die United States wiU not. it is highly unlikely diat Taipei will ever 

^""^ Beijing's point of view. China now has only two options: doing noduns 
while Taipei worics toward a "two Chinas" or "one China, one Taiwan" outcome, or^ to 
war for reumficauon, despite die danger diat die United States might be dragged into die 
conflict. Revismg diis calcuhis is now an urgent task for American d^lomacy. 

Even political dissidents in China sec die Taiwan issue as a quarrel among Chinese to be 
semcd by Chine« widiout foreign interfere^^ Resennnem of American intervention in 
China s intCTnal affairs" is high, Beijing is on die verge of embarking on die long-term 
nulitary budd up necessary to acquire die ability to overrun Taiwan even against U S 



population detached from it by the miliiaiy intervention of other great powers^ - European 
powers in the cases of Macao and Hong Kong, Japan and the United States in the case of 
Taiwan. Beijing is determined to reunite these disparate Chinese societies under a single 
sovereignty, if not a single politico-economic system. China will accomplish such 
reunification through negotiations, if possible (as it has proven to be for Hong Kong and 
Macao), or by force, if necessary (as India did with Goa and Indonesia with Irian Jaya and 
East Timor):' The peaceful reversion of Hong Kong and Macao to China wiU occur in 1997 
and 1999, respectively. The question of Taiwan's relationship to the rest of China remains 
unsettled. 

China is also the only great power to lack secure and recognized borders with most of its 
neighbors. China has now seitied all of its inner Asian fromieis through negotiations with 
Russia and the newly independent Central Asian states. The list of Chinese border disputes 
remams, however, the longest such list in the world. China has unsettled economic zone 
(seabed) boundaries witii both North and South Korea. It disputes the Senkaku (or 
Diaoyutai) archipelago with Japan. China contests sovereignty over islets and reefs 
throughout the Soutii China Sea with Vietnam, die Philippines, Brunei, and Malaysia Its 
dauns to economic zones in the South China Sea generate a seabed dispute with Indonesia 
The Smo-Indian border has been established defacw but not de jure, China is determined to 
define secure and recognized borders with all these neighbors by negotiated territorial 
adjustments as in the case of its inner Asian frontiers, if possible, or by miiiiaiy action to 
defend its sovereignty, if necessary. 

Unlike reunification witii Taiwan, none of these border issues requires major territorial or 
poImco-mUitary adjustments for its resolution. Sino-Korcan differences must in practice 
await Korean reunification for their resolution. Neitiier China nor Japan has so far seen any 
pressmg reason to address the question of sovereignty over die Senkafais. A Sino-Indian 
border serticment is implicit in the stanis quo and could be formalized whenever the two 
sides are politically inclined to formalize it. China's ftUl acceptance of the Uw of the Sea 
Treaty (expected to be ratified by the National People's Congress later this year) wiU provide 
a legal framework for negotiation of claims in the Soutii China Sea. China's neigbboR have 
few concerns about its actions in the short term. They are all concerned, however that 
China's military power relative to Uiem is stcadUy growing. This has given tiicm an 
mcentive to explore solutions to territorial issues that China has heretofore seemed to lack. 

The reemergencc of military tensions, including Sino-American naval confrontation, in die 
Taiwan Strait has changed tills siniation. Until 1994-1995, Chinese leaders (like most 
polmcians m Taiwan) believed that Taiwan had onlv two conceivable funires: die stanis quo 
(as It might be amended by cross-Strait interaction) or reunification. In tiiese circumstances 
Beijmg felt no sense of urgency about die Taiwan issue. China's leaders could live widi die 



Jipaa. of course, disunites sovereigmy over die four "Nordwa Islands- with Russia. Spain and dte 
United Kingdom have differences over Gibraltar. These disputes do ooi, however. invoWc significant popuUdons or 
extensive temtones. Nor do tiiey have U»e emotional force of China's claims to Macao. Hong Kong, and Taiwan 



opposWon China's recent embrace of Russian positions on various international issues 

"^^flJ! n^!^'^!^'^^ ' ^""^ ^""^ cooperation with Russia 

while calming China's nonhera flank. ^ r- *«i ^vuasw 

As Beijing increases its military capabUities against Taiwan, it will not abandon its efforts to 
achieve reunificaDon by peaceftil means. It wUl continue to attempt to imimidaie Taiwan 
into negotiations while seeking to minimize the resulting strain in its relations with the 
Umwl States. At the same time, it will wish to limit coUateral damage to its relationships 
with lis Asian neighbors from tension and possible conflict in the Taiwan Strait As a nwult 

rhr^l?*i^ '° ^"f"^- ^^^f?'"?"^ °" South China Sea territorial issues (and perhaps even 
die Senkaku dispute) as it did with Russia and the newly independem Central As^ suL 
By eliminatmg potential sources of confUct with the members of ASEAN and JapaiL China 
can hope to provide reassurance diat its aggressive stance on the Taiwan issue '7^ generis 
and without wider mvlications for the region. Beijing's most recent military procuioncnt 
decisions, as well as its diplomatic overtures to Southeast AsU, are conststem with such a 
strategy. 

TTiese ominous trends might, of course, be reversed were Taiwan to be persuaded that it 
should enter mto acuve negotiations on reunification with Beijing or odierwise provide 
convincmg reassurance that it docs not seek a ftrture distinct from association with China 
Taipei is, however, unlikely to seek to accommodate Beijing in this manner. Nor are foreign 
governments likely to be wUling or able effectively to press it to do so. Taiwan wiU 
conunue to attract Western and Japanese sympathy as a democratic underdog menaced by the 
commumsi dicutorship on the Chinese mainland. TTiis will stimulate widening concern about 
concTrSl''^*""" "^'"^ - no matter what Beijing docs to allay ^ 

In terms of deployed forces and raw combat power, if not in terms of technological prowess 
or power projection capabilities. China is already the preeminent military power in Asia. 
(The recenUy reaffirmed U.S. forward presence in Japan and the surge capabilities it 
facilitates are a potent qualifier to this Chinese military ascendancy.) Chinese defense 
expeiidimres have heretofore been relatively low in relation to GNP. Most of China's 
neighbors (e.g Russia, Japan, Korea, Taiwan, and even India - let alone the U.S armed 
forces m die Western Pacific) have far more advanced c^abUities than the FLA China is 
determined evemually to match the forces on its borden, but has deferred military 
modemizanon while buUding the economic base for it. In constam dollars, Chinese defense 
spending grew hardly at aU over the past decade. (Nominal budget increases to keep pace 
with high rates of inflation led the press to perceive increases where none had yet oowied 
China s secrecy about its defense budget and force stnicmre aggravates its nei^ibors* 
tendency to exaggerate the growth in Chinese military power.) 

The relatively low priority assigned to military modernization over the past decade and more 
reflected Beijmg's judgmem that die short-term risk of a major conflia on China's borders 
was slight and that a resolution of die Taiwan issue could. like the Hong Kong and Macao 
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questions, be peacefuUy achieved. Recent events in the Taiwan Strait have clearly altered 
rhese judgments. The Chinese defense budget is iiJcely to rise accoidingly. though the focus 
of PLA modernization will shift largely to buUding the eventual capability to conquer 
Taiwan. Strategic nuclear forces and other weapons systems with the capacity to deter U S 
mtervennon m any battle for Taiwan are similarly likely to receive much greater emphasis in 
PLA modemizauon. Notwithstanding China's single-minded focus on Taiwan its greater 
emphasis on' military modernization will accelerate its acquisition of significant force 
projection and strategic weapons capabilities, speeding its emergence as a world, rather than 
just a regional, militaxy power. 

Is ChiMia Analogous to the Soviet Union? 

The prospect of a more powerfully assenive China inevitably awakens memories of the 
recent Euro-American struggle with the former Soviet Union. It leads to speculation that 
China, like the Soviet Union, may disintegrate. (One of the unfortunate byproducts of Ae 
coUapse of the Soviet Union is that, having lost their jobs, many Western specialists on 
Soviet affairs nimed to Sinology. Having failed to predict the Soviet Union's coUapse they 
seem determined to anticipate China's. Having given Moscow's intentions the benefit of 
every doubt, they appear determined to brand Beijing as an enemy before it can reveal itself 
to be one.) It is, however, a mistake to draw many analogies between the USSR and the 

Tlic Soviet Union was a multinational empire, established by czarist and communist conquest 
from Moscow. Its dominant Russian nationality was a bare majority within its imperial 
strucmre. The Soviet Union was driven by the impulse to spread its ideology wherever 
oppormnitics presented themselves. To that end, it maintained a huge military presence in 
satelhte states along its borders. Moscow's strategic ambitions led it to provide expensive 
military and economic assistance to like-minded states as far away as Cuba and southern 
Africa. Rigid central planning ultimately produced a declining economy unable to bear the 
very high level of military spending the Soviet state demanded. Until its final days Moscow 
sought to overthrow the international stanis quo and impose its own, rather than to join the 
existing mtemational order and its instioitions. 

By contrast, China grew to its present borders over the course of miUennia of gradual 
expansion and assimilation of minority peoples. The 94 percent of the Chinese population 
who consider themselves Han share a nationalist passion for unity, order, and infi>marTi^nal 
respect for their country's historical borders. They have no sympathy and even less 
tolerance for efforts by Tibetans or other minority peoples within these borders to execcise 
self-determination. They do not seek to bring additional non-Han peoples into their polity 
Contemporary China has no ideology it can explain to its own people, stiUless an ideology it 
seeks to cxpon to others. It has no satellites and maintains no forces beyond its borders 
China's increasmgly decentralized economy is the fastest growing in the world. Its defense 
budget could be greatly increased without puning much if any strain on its economy. China 
seeks to join the existing international order, not to overthrow it. 
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Nor is China likely to disintegrate as the Soviet Union did. Economic giowdi has indeed 
altered the relationship between the central and provinciaJ authorities. As acquisitive 
individualism succeeded austere communitaiianism as the mtim} »\ ethos, the rhiiy a* 
Communist Party lost much of its discipiine, along with its ideology. In the absence of 
govemmem institutions to replace it, the provinces, to some extent, went their own way. In 
the early stages of economic reform, new chaUenges to govemmem posed by the requiiemem 
to manage ^.market economy were mei, if at all. largely at the provincial, rather than the 
national level. Beijing is, however, now well along in its efforts to create the central 
institutions necessary to manage an increasingly dynamic and integrated national economy 
Resistance to this recentralization by the provinces has not led to separatist semiment. On 
the contrary, the spirit of nationalism is on the rise throughout China. Hiis rn^ Yn it less 
likely than ever that Beijing will tolerate separatism in regions with substantial populatioos of 
ethmc minorities, like Tibetans or Uighurs. 

Finally, the Soviet Union was a horrifying violator of the human rights of aU whom it 
controlled. For all the Western pressure on Moscow on human rights issues, it took the 
collapse of the regime to bring about significant improvement. Unlike the fonner Soviet 
Union, however, China is canying out far-reaching economic and social reforms These 
may or may not lead in time to political reforms, as happened, for example, in the formeriy 
Ummst Chinese society on Taiwan. Nevertheless, it is arguable that the course of events 
elsewhere in East Asia wiU prove to be a bener predictor of China's future than that in the 
Soviet Union. (If so, a policy based on protest of egregious incidents while assisting the 
process of mstimtional reform in China, similar to the approach followed in Taiwan and 
South Korea, could work better than a policy based on pressure and protest alow.) 

In short, Beijing does not think or behave like Moscow when it was the capital of the USSR. 
China is not an implacable foe of the West or the world order the West has created The 
PRC IS unlikely to follow the USSR into disintegration and collapse. The chaUenge to the 
world posed by the rise of China is differem. In some ways, it may prove more daunting. 

Conclusion 

Nearly two centuries ago. Napoleon advised his fellow Europeans, "let China sleep When it 
wakens, it will shake the worid. " There is now no prospect that China wiU return to the 
slumber of past ccnniries. The twenty-first century will see China resume its traditional 
pnde of place among the world's societies. The question before Europeans and North 
Americans is not how to prevent what cannot be prevented. It is how to ensure that the rise 
of China in the new millennium buttresses rather than erodes the international system we 
have constructed with such difficulty in this century. To that end, we must urgently consider 
how to speed China's imegration into existing institutions on acceptable terms. Equally 
important, we must decide how best to ensure that China's determination to rectify the 
borders imposed upon by the ages of imperialism, fascism, and the Cold War does not lead 
to long-term confrontation and strategic realignments adverse to Western interests. 
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Inlrodoctlop 

The slow growth spectre haunzing the OECD countries changes appeannce as it crosses the Atlantic 
and thePadoc. Despite the common provenance, these differing features make the probfem of coping with 
slow growth more '^HBrutt Argu^riy, no greater challenge has faced the Western democracies since the end 
of the Second World War. But unlike that period, the shared norms which underlay the construction of the 
international arcfaitecnire of global cooperatian are themselves in question. 

The growth projections for the OEO countries over the next few yean are in the 2-3% range, 
iiignificantly lower than the near double digit rates for many non-0£CD countries, especially in East Asia. 
For most OECD countries (exchiding Japan) these growth ndes are not markedly out of line with historical 
experience since the mid-1970's. So why the moundng concern? One reason is rising unemployment in 
Europe and growing earnings inequality in the U.S., so slowing growth has been accompanied by mcreased 
inequhy. More fundamentally, slowing growth has added to the already formidable difficulties of adapting 
to two pervasive and ongoing strucniral transformations — the revolution in information technology and the 
deepening integration (globalization) of the world economy. Adapting to change is far easier in a growih- 
fiiendly environment, as the experience of the first two decades after the War so clearly demonstrates. 

The remainder of this paper will sioiatc the growth problem in this broader context I will try to 
highlight four main issues for discussion: the role of macroeconomic policies; the sources of long--term 
growth; increasing labour market inequality; trade policy and globalization. 
Mucroeceiion tie Policies! Room to Manoeuvre? 

WhOethetwo macnoeoonomic policy leven - fiscal and monetary policy — do not directly determine 
the longHenn growth rate or growth potential of an economy, they can influence shorter term perfomumce. 
When the economy is growing below its long-tenn trend, an easing of either or both will increase the growth 
rate but risks igniting inflation once excess phmt capacity disappean and unemployment is reduced. As a 



proxy tor esiinutmg this ceiling, economists have devised a measure tcnncd NAIRU (the noo-accderadng 
inflation rate of unemployment). While in theory there are two macro growth instr ume n t s, in todays reality 
there is virtuaily no room for fiscal easing since ail OECD governments are grappling with deiidts, debt and 
pensions for the aging bafay4)ooineis. So the maao debate focuses on one question: should monetary policy 
be eased so that interest raies will decline and growth can be speeded up? 

As a good example of the difierences within the OECD, there is a vigorous and heated debate in the 
U.S. about the NAIRU (a it 5-6.3 percent or S.l to 7.7 percent or ^77). In layman's tenns, is the American 
economy at full empioymem or could the Fed case mocetaiy policy with little or no on i nfl a t i o n? In 
Europe, by way of contiast, the debate has centred on how to reduce the high and pcrsistem levels of long- 
term or stzucnual unemployment— hardly a matter for Central Bankers. Insofar as the question of monetary 
policy has been engaged, it has become intertwined with the policy debate on European Monetary Union or 
EMU. More specifically, the question has been: can the fiscal consolidation necessary to meet the EMU 
"convergence criteria' be offset by easier monetary policy and what then do we do about exchange rates? 
In Japan, where there has been signincani moneuiy and fiscal easing in recent years, as yet with little positive 
impact on growth, the role of macro policy seems less and less relevant in the face of an acknowledged need 
to overhaul the entire postwar development model. 

So what is a reasonable answer to the question: does macro policy provide some sort of escape hatch 
for the slow growth dilemma? At the risk of soundhig a shade equivocal I'd say "probably not*. The modest 
equivocation stems from two sources. One concerns NAIRU. Since it is impossible to estimate a precise 
measure and since strucnirai changes such as increasing international compcthion. weakened labcmr unions 
and growing concern about job security may well have lowered systemic inflationary pressures, the room to 
manoeuvre for skilled Central Bankers may have increased somewhat. But, as an o&ct, "monetary fine- 
tuning" is now increasingly constrained by rapid financial market response to policy shifts. So the issdSt 
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room to manoeuvre in the U.S. is probably in the range of to 1 percentage points fbr perhaps as much as 
a year. Because the impact of structural change can't be easily estimated and varies among oountries even 
this rough guess wouJd be difiicult to substantiate. 

My second qualification concerns fiscal policy. While overall fiscal constraint is a given for the 
foreseeable fiiture, this does not preclude changes in taxation and expenditure designed to enfaaaoe longer- 
term growth prospects by, for ecampic, increasing savings as a share of output. This raises a different 
question from the short-term room-to-manoeuvre conundrum: how can govemmeots, by fiscal or other 
policies, influence the eoonoiny's growth potendai? 
Sources of Growth 

During the Golden Age - roughly 1950-73 - growth rates in the OECD countries fiv outstripped 
their inter-war average. In Europe and Japan rates quadrupled, mainly because of catch-up with U.S. 
technology and the reduction of trade banicra through successive rounds of GAIT negotiations. In the U.S., 
donnnam in both mass ptixluction industries and new technologies generated by defense lesearch, th 
no room for catch-up, but innovation in the new high tech sectors, as well as expanding world msikcts, 
provided a significant boost to growth and the standard of living of all Americans. 

The marked slowdown after the first OPEC oil shock in the mid-seventies stimulated a renewed 
interest among economists in a long-neglected subject of economics, the causes of growth - a subject which 
hBdgreatlyimerestedtheircia8sicfi>re&thers(whowerc witness to the first Industrial Revohition). During 
the 1970*3 and 80*5 a viitual fiood of empirical studies explored the role of investment, labour and technology 
in generating growth and rising living standards. By the end of the 1 980's the "new growth theory" began 
to chaUenge the dominam neoclassical assumption that techm)iogy was an exogenous fiw good (a 
heaven). This has, in turn, generated another torrent of studies about the role of technology, or more 
broadly, knowledge, in the innovation process. 



4 



^^hile it would be pFcmamrc to say that a new consensus has emerged about the causes of growth, 
there is today a general agreement that toainology and the innovatioa process centred in the firm are the main 
engiDesofwautfagenenmoa While itxanses in growth inputs ~ savings and labour or huinaa ca^t^ 
essential, a continuing improvement in the effidency with which such inputs are combined (termed Total 
Factor Produdivity or TFP) is the main long run detenninaat of growth and living standards. (Indeed, with 
labour force growth slowing m ail 0£CD ctsumries because of aging population, the importance of increasiag 
productivity is even greater than in the past). As Tabie I shows, the sharp decline of TFP in the I970*s has 
been hailed but the subsequent pid^-up in the i980's and early I990's is, at best, modest Thb modest 
imp ro v e m ent is striJdngly paradoxical since it coinddes with accelerating change in information technology - 
change so pervasive, indeed^ that information is becoming a basic economic resource and a force 
restnicturing society. 

This "productivity paradox" has added signiiicantly to the growth policy dilemma facing OECD 
govenments. Technologicai change will raise long term growth rates - eventually. But in the transition to 
a new growth path there will be a mismatch between the demand and supply of labour and, hence, stnictuial 
unen^ioyment or other labour market maladies. An elective and timely supply side response can mhi ga t e 
these tiTnsidonal problems but requires signidcam adaptation of the education and training infiastnicture. 
But that may be more difBcult than it appears at first sight This is worth explaining. 

One charactennic of the IT revolution has been innovation in the form of the enterprise, as evidenced 
by the ongoing restructuring and the re-engineering phenomenon. This emerprise innovation has already 
taken place in many manu&cturtng sectors and has shown up in increasing productivity gains (see Figure 1). 
In the U.S. manufacturing productivity is almost back to its postwar rate. Thus, the ting on TFP has been 
entirely due to the seivice industiies. which have invested so heavily in the new technology with scam results 
by way of higher productivity. Granted, productivity measures are hard to devise for services: yet the 
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specific tnunng prognuomes but about how to develop policies of lifelong learning. The costs of &ilure are 
best summed up by the tenn digital- diiode ~ a cumulative and potentially irrcveiaable divisioo of the 
work&roe and society into haves and h8ve>aots. While no OECD cousiiy has developed a compreheasive 

policy of li&iong learning, many have launched pilot projects^ often in cooperation with private finna, using 

y 

tnfoniiBtioa technology ta schools and adult trahiing. Whether and when these smafl projects win result m 
radical reform is impossible to predict. Moreover, effective programmes can be costly and In the policy- 
making process short-term costs often outweigh loi^-term and essentially uncertain beneftts. 

The stoiy to now has argued that neither macro or labour market policies are pan««>^Q fyr the slow 
growth dilemma. The third policy option is trade: will more open markets ddiver the needed spur to more 
buoyant growth? 
Globalaation 

"You iaught me language: and my profit from it is, J hmnf haw to curse. " 
mUiam Shakespeare, Ihe Tempest" 

Trade Uberalization, or more accura t ely globalization (see below), is part of the problem, especially 
for the least skilled. But if the losers could be compensated (a big if) is globalization also part of the sohitbn? 

During the Golden Age^ OEO) trade grew more rapidly than output as prewar border batiien were 
dismamled. Rising income usually leads to an expansion of trade but trade liberalization can increase the 
efficiency of firms through increasing competition pressure and so trade can raise growth potentiaL (filter 
growth will increase trade. And voiU, the virtuous circle of the Golden Age. 

The contribution of trade to long-run growth potential depends on its contribution to total &ctor 
istxiuctivity. If trade is a aignficant im^)Qrti(ni of total output in any country, increasing iotra-industiy trade 
wffl fltfrmilare innovation as i n r m iafio n al rivalry fiy yedalized products intensifies. But, in general, the mam 
detenranaots of ITP, as noted earlier, are domestic policies. And trade is unlikely to affect either domestic 



market policiss deagQcd to facilitate adaptation and mitigate the negative impact on the losers. 

Getting into the innovation policy debate would take us too iv afield. Suffice to say that the conflict 
between what ia tenned tecfanoglobaKsm and tBcfanonationaliign is 6r fix)m settled. But the more fiindamental 
disagreereentiwfain da OECD-- the essence of the tiansaTlantic divide -centres on labourmarteetpolidea. 
As someone has said its a choice between unemployment in Europe and poverty in the U.S. This is a bit of 
a caricature; of course, hut not too ftr removed even from some academic discussion.^ While recogmzmg 
the need for moie deregulation to reduce the impediments to adjustment, there is a strong tefaictaace to adopt 
the more flodbie American labour market niodet. Two arguments are made in favour of the European 
model' high real wages are a stimulus to innovation and, more importantly, the impaa of unemployment on 
sodal cohesion can be more casiiy contained by policies such as training combined vnth wage subsidies^ etc. 
Of course, one can question both these arguments but the issue of social cohesion - a native "extemaUty" 
of flexibility - should not be dismissed. In the design and evaluation of training programmes for the 
unemployed, for example, it would be important to take into account the costs of net training, such as 
criminal activity. 

More broadly, the issue of the govemmenfs role in labour force training is now under review. 
Evaluation studies have suggested that many programmes have little impact on unemploymenL Since all 
OECD governments are under fiscal pressure it will be tempting - especially in the U.S. and, via tootsonal 
competition, in the other OECD countries - to rely on private sector eSbrts on the grounds of efficiency as 
well as fiscal prudence (a leoot aitide m the Economist nuts this case most strongly^). Yet to do so without 
considering the fidl implications of the information technology revolution and the oi^oiog restroctuiing in 
the private sector would be extremely dangerous. The debate should not be about the costs and benefits of 



^ Sec cspedaiiy CEPR, Unemployment: Choices for Europe. London, 1995. 
' "Training and Jobs". Economist April 6. 1996, pp. 19-21. 
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savings or labour input in any signincant &sfaion. 

But it's important not to equate trade liberalization - mainly the reduction or elimination of border 
baxriers - with globalization, a term first used in 1986. It was the investment surge of the 1980*8, moat of 
it in capital- and tcchnology-imenaive sectors which began a new phase of international interdepcndcnec or 
deepening integistion of the global economy. While the investment surge of the second half of the 1980's 
slowed down in the early 1990*3 (because of recession in key countries) it has started to pick up again with 
a decided tilt to East Asia. 

For the multinational enterprises, increasingty the dominam global actors espectaOy in U^tech 
sectors, market entry by means of trade and investment is essential in order to capture economies of scale 
and scope; ffiffomT^ products to satisfy consumer tastes and generate inter- and intra-corporate networks. 
These networks, which distribute di&rent pans of the production process on a regional basis* are most 
evident today in the Japanese electronics seaor in East Asia, but are rapidly spreading to other m a nuftct unng 
sectors. This has raised ftars of "hollowing out" in Japaa Does it matter which part of the production 
process is located in any given country? The "hollowing out" syndrome and the proliferation of incentives 
for "good" investment suggest many countries believe it does. 

Ail this makes dear that traditional uade modds are inadequate tools to estimate the impact of 
globalization. For the MNE's &om the OECD countries increasing liberalization (which uichides trade, 
mvestmeot and a number of domestic policies) will spur competitiveness. But it's not dear what the eSect 
would be on immobile factors -i.e., labour -in any given country. Nor is it clear how the benefits will be 
distributed annong counoies. This, as we have already noted, is Hkdy to create conflict between a globafizmg 
coipotation and its home or host country. For the OECD countries as a whole, however, increasii^ 
•p nnaWTJrtin ti in aartnra nf ta ii i ipajati ve advantage — high tedi manufacturing and servicea — would improve 
their terms of trade and thus their living standards while raising the hving standards of the newly- 
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industnaiizing coiuuhes. In sum. globaJization vaay exaceroate problems of structural acyustmoa in the 
OECD, and caonot provide a panacea for Hs slow growth problem, but it is infimtely better than the bgical 
ahemative, which is new fonns of protcctionisni, 
Conduaioa 

Fm templed to sum up this paper by recalling a saying about economists: 

"When an economist admits there's no quick fix he (or she) means there's 
probably no long-term sohition." 

But that's not exacdy what I meant to convey, although I would admit that the review of policy 
options profiered more questions than answers. But let me try to clariiy what X really meant 

In theory, the recipe for boosting growth is no great mystery: increase savings, invest in human 
capital, promote global liberalization of trade and investment and improve productivity. True, the results 
won't appear for a longish time. And, also true, there will be signifieam transition problems which may 
produce serious sodal and political fiillout But these transition problems can also be handled: compensace 
the losers and improve the adaptability of the institutional and industrial infiastnicture. Of course this wiil 
cost money and fiscal cosatiHiiit is essential in all our countries. And locadooat competitioa amoiig our 
diffeivnt market models (and, yes, East Asia as well) does create some difScuity in reaching a shared view 
of the road ahead. But, let's not forget that our founding fathers created the OECD with three objectives in 
mind: growth; social cohesion; and democracy.' We all know a gre eme m on objectives is fraying. Butsurely 
strong leadership, which created the postwar architecture of interoational cooperation, can redefine and 
renew a shared vision of the road ahead? After all, where there's a will there's a way. Isn't there? 



^ For a fidl exposition see Rolf Dahrendorff, 'Foundations of Democracy", The Responsive 
)mmunity^ Vol. 5, Summer 1995. 
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Table 1: 

Productivity ia the BMiaest Sector 
Percentiee chtoges at Bonual rates 
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Source: OECD. Economic Outlook. Decanber 1995. 
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Figure 1 
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